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In the Swirl of Cross Currents 


In this issue, our Business Highlights commentator first 
takes note of the conflicting drives of Congress and the 
White House in regard to the tax bite and other matters of 
direct interest to business. Then he observes that for busi- 
ness, too, the truce moves came at a disconcerting time. He 
suggests that several months later they “might have had a 
lesser impact on business psychology. But at the moment 
(the truce drive) culminates a series of developments that 
have already begun to reshape the pattern of business 
expectations for the months and years ahead.” Read his sum- 
mation of the situation, starting on the following page. 


Toward a Garrison State 


We’ve been investing more than we have saved (volun- 
tarily) for a good long while, said one of the members ofa 
panel on the “Economics of the Garrison State” held in con- 
nection with the 35th Annual Meeting of THe ConFERENCE 
Boarp. How was it done and how long can we continue the 
practice ? Donald B. Woodward gives a five-point corrective 
program on page 299. 


Will direct controls work in a short-of-total-war period ? 
Are they necessary? On page 297, William F. Butler says 
we have to have them for two main reasons, which he details. 
Nevertheless he believes direct controls a difficult and ineffi- 
’ cient mechanism to operate in a mobilization period. And he 
agrees with Leon Keyserling (page 300) that more production 
may make it possible for us to dispense with them. 


The very term garrison state is misleading in that it implies 

a greater departure from business as usual than is actually 
| “necessary or desirable’’ at this time, declares Mr. Keyserling. 
He believes that the times call for new solutions to really 
new problems and that it is not wise to copy World Wars I 
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and II methods. Our purposes, which he enumerates as five, 
are explained on page 301. To help achieve them, Mr. Keyser- 
ling gives five guideposts to “practical action.” 


The Board’s chief economist, Martin R. Gainsbrugh, dis- 
cusses, starting on page 303, our manpower needs and asks 
how we are going to get the jobs and the workers together 
without giving the old wage-price spiral team a boost skyward. 
He makes four suggestions by way of answer. 


Cash Poor and Investment Rich? 


High inventories and receivables, with cash lower than 
you'd like? Thinking of borrowing? Concerned about 
adequate working capital for the year? The current situa- 
tion and prospects for the future of these items are revealed 
by almost two hundred business heads in the survey of 
business practices beginning on page 316. 


From Little Acorns Grow a Big Housing Demand 


The more children are born the more diapers, bottles, car- 
riages, kiddie cars, roller skates and water wings (or old inner 
tubes that float) are needed. When the more children grow 
up, more houses are needed for those who marry and for 
those who don’t. That means more demand for brick and 
mortar, nails and lumber, asphalt and paint, girders and pipes. 
It also means humming factories for sinks, refrigerators, 
lawn fertilizers, snow shovels—and, later, more than likely 
an increased demand for more diapers, bottles, baby carriages, 
kiddie cars, roller skates and water wings (or old inner tubes 
that float). . . . For “More Families, More Homes,” see 


page 308. 
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TRUCE—AND CONSEQUENCES 


Negotiations in Korea Culminate a Series of Developments 
That May Shape a More Moderate Business Outlook 


HATEVER else might be said of Soviet- 

\X/ style diplomacy, there are now few who 

would criticize its timing. 

Korean truce negotiations broke in upon a Congress 
that was already split over the renewal of the entire 
legislative framework of the partial mobilization— 
direct and indirect controls, taxes, budgets, foreign 
aid. While the Administration was still urging a 
broadening of its powers over industry, both Houses 
were already on record for some impairment of author- 
ity over prices and a relaxation of. credit controls. 
While the Administration continued to insist on a 
$10-billion tax hike, both Houses were working at 
around $7 billion, and there was some talk of a con- 
siderably lower figure. 


STRONG CROSS CURRENTS 


Underneath the restrained attitude of Congress 
was a small but gradually growing sentiment against 
all direct controls—a sentiment fed, on the one hand, 
by the increasing grip on the price level which normal 
competitive forces have taken in recent months, and, 
on the other, by a growing hesitation over the size of 
inflationary pressures ahead. At the same time, the 
Administration was speaking of a new rise in defense 
goals that might again change the inflation picture. 

An end of war in Korea might thus inject further — 
confusion into an already confused situation. And 
in this respect Congress is not alone. Despite assur-. 
ances of defense-as-usual emanating from virtually 
all branches of government, business may yet feel 
that a truce would mean a significant change in the 
economic environment requiring realignment of man- 
agement perspective. What is to be the new perspec- 
tive is still far from clear, but a partial mobilization 
confined to diplomatic objectives may develop more 
slowly than a partial mobilization with a business 
end in Korea. The passage, unchanged, of a defense 
budget drawn up prior to the truce would not neces- 
sarily alter this conclusion. 

For business, as well as for Congress, truce talks 
have come at a disconcerting time. At another time— 
several months later, when the defense effort might 
have begun to roll up cumulative effects, or even 
several months earlier, when anticipations were 
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stronger—it might have had a lesser impact on busi- 
ness psychology.. But at the moment it adds to 
a series of developments that have already begun to 
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reshape the pattern of business expectations for the 
months and years ahead. 

Fittmg a truce into the business outlook thus 
involves a reevaluation of business history since Korea. 
In the months following June, 1950, industry, govern- 
ment and the consumer took their expectations, in the 
main, from the experience of World War II years of 
mobilization for total war on two fronts. Expectations 
were for severe curtailment of the flow of consumer 
goods, major reductions in consumer stocks, a fast 
buildup of unsatisfied consumer demand, large federal 
deficits, and a rapidly widening inflationary gap. 
These expectations were neither foolish nor wrong, 
but they assumed a worsening trend in international 
affairs. When that assumption appeared ‘false in 
September and October, during the march back up 
the Korean peninsula, inflation slowed down. In 
November, following Chinese intervention, it speeded 
up again. 

This structure of inflationary expectations began 
to faiter in February, at the conclusion of a rapid 
buildup in output achieved through the absorp- 
tion of idle resources. Business and the consumer 
found that output had won the race against rising 
military expenditures—and by a notable margin. The 
victory was reflected in a 19% increase in business 
inventories in spite of two scare-buying waves by 
consumers, and a more than 30% increase in capital 
investment expenditures by business itself. 

And between February and June—closing one year 
of the mobilization—output won the race again. Even 
though defense expenditures rose to nearly triple their 


Retail Sales: Food Up, Total Down 
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June, 1950, level, inventories continued to advance, 
closing the second quarter at something like 30% 
above their year-ago level. (Retail inventories, which 
have a particular significance for inflation, were also 
up by about 30%. At recent consumption rates, re- 
tail inventories now equal about 58 days of consumer 
supply, as compared with about 46 days last June.) 
For the next two years of the mobilization, govern- 
ment, business and consumers would be able to con- 
sume perhaps 4% more goods than are produced, 
without drawing inventories down below a minimal 
practicable level.1 

It seems probable now that rising defense procure- 
ment, plus business purchasing controls, is finally 
slowing down the accumulation of inventory. On the 
other hand, output in the second quarter could have 
been even higher had it not been for slackened 
consumer demand. Since the turn of the year, in fact, 
hours worked in manufacturing have been slipping 
downward slowly; by May they were back down to 
the pre-Korea rate, possibly 10% below what might 
reasonably be expected under emergency draft. Em- 
ployment (seasonally adjusted) stopped rising in the 
second quarter, although most analysts of the man- 
power market have discovered no major obstacles to 
a further expansion of the labor force. 

Thus recent months have seen a sharp reappraisal 
of the impact of the defense program on civilian sup- 
ply—and the crowning note in this reappraisal has 
been a highly successful crop year. A large part of 


1At current prices and output rates, minimal inventories would 
probably be in the neighborhood of $50 billion, permitting an inven- 
tory liquidation of about $10 billion a year for two years. 
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the deflation of farm prices and the decline in the 
parity ratio since February reflects more than satis- 
factory crops in most commodities: cotton, grains, 
fruits, livestock. 

Even more recently, the other side of the inflation 
equation—income—has come up for reexamination. 
The rate of advance of personal income since Janu- 
ary has been far slower. than in the preceding six 
months; on an average, about .6% per month, as com- 
pared with 1.9% in the earlier period. And month 
to month during the second quarter of 1951 there was 
probably no very significant change. Should only 
the current rate of advance be maintained it may be 
possible for individual income taxes to offset a very 
large part of the rise in income in the year ahead. 

On the demand side of consumer markets, several 
other factors require comment. Apart from the slow- 
ing down in the rate of rise of consumer income, 
civilian demand has recently fallen far short of a 
normal relation to income. In some measure, of course, 
that represents a temporary reaction to the buying 
wave of December-February. But that reasoning 
alone may no longer bear all the weight that has been 
placed on it. During the six months from December, 
1950, to May, 1951, the consumer spent just about the 
same proportion of his income that he was spending 
pre-Korea. And since May he has continued to spend 
at less than a “normal” rate. Regulation W can ac- 
count for that to some extent. But retail sales data 
indicate that cash as well as credit buyers, have thus 
far been holding off. Why? 


2 ES ES ee 


Despite rising military procurement, retail trade 
has been dominating the inventory picture. Busi- 
ness inventories have, in general, slowly accumu- 
lated during periods of peak retail demand and 
accelerated during periods of retai! letdown. So 
month-to-month changes in business inventories 
look like the retail trade statistics turned upside 
down. But the rising defense take, plus the 
tightening of inventory policy, has begun to 
show up in the more recent figures. Thus inven- 
tory accumulation slowed appreciably between 
March and May even though retail trade was 
lower in May than in March. 


In the first place, it is often overlooked that since 
Korea the price mechanism—a mechanism that is 
much reviled during a period of inflationary pressures 
—has played its classical rationing role, despite some 
very unclassical interference. Before controls were 
applied, prices apparently anticipated their normal 
levels for the first half of 1951—and even overantici- 
pated them somewhat. Indications are now that the 
price level reached early in 1951 might have toler- 
ated a defense spending rate of more than $40 billion, 
with no excess of demand over supply. 

In wide areas of the consumer sector something 
very like a free price system has thus been in effect 
throughout the first year of the mobilization. The 
9% rise in retail prices between June, 1950, and 
February, 1951, evoked a prodigious output of con- 
sumer goods—just as the level of farm prices~has 
helped to produce bumper crops—and at the same 
time it has held demand (in units) within bounds. 
In one sense, the rise in the price level represents 
a victory for inflation; but in another and perhaps 
more important sense it has contributed to inflation’s 
future control by stimulating an enormous expan- 
sion of output, and rationing its distribution. It has 
certainly played a role in the buildup of retail inven- 
tories that now provides a cushion for the future. 


FOOD COSTS UP 


Some aspects of the rationing, while especially un- 
desirable on grounds of equity, have been especially 
desirable for the mobilization. For example, the 
extreme rise of food costs has probably served to 
siphon considerable income out of the nonessentials 
market, which includes the area of most civilian 
metals consumption. Since last June the percentage 
of retail expenditures going into food has risen sharply, 
as has the relative price of food (see charts) . 

Secondly, consumer price expectations have appar- 
ently changed materially. The threat of future short- 
ages is no longer a propellent to the retail counter. 
Even before the truce, consumers appeared more 
than willing to test out the price level on nonessen-~ 
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Manufacturers have been adding to their stocks 
of finished goods. (Seasonal factors not adjusted 
for in the chart have been partly responsible.) 
Plants have held purchased materials to relatively 
low levels through paying closer attention to 
inventories and through maintaining high operat- 
ing rates. But these high operating rates, as well 
as tighter inventory control by retailers, have 
contributed to the fast buildup of finished goods. 


tials, and their victories may have only increased 
their willingness. 

Finally, there is growing evidence that output in 
the past twelve months has erased much more of 
the stored-up demand carried over from the years 
of World War II. The evidence is best for the hard 
goods areas, including the key automobile industry. 
But it may also be true for any stored-up demand for 
soft goods built up during the postwar concentration 
on durables. 

And it may even be true for housing. Money 
tightness and credit restrictions appear still to be the 
primary limitations on residential building, but it is 
already doubtful whether the housing demand trapped 
behind these controls has anything like the vigor 
it had in 1949, when it supported a high level of 
home building throughout the recession of that year.t 
Combined with the further devaluation of liquid 
assets carried over from the war years by the recent 
price rises, this diminution of stored-up demand sug- 
gests a further approach of consumer markets to 
their normal dependence on currently generated 
income. 

Such a return need not ordinarily remain local- 
ized in consumer markets. In late 1948, what was 
widely classified as an inventory recession found its 
way quickly enough into the capital plans of business. 
And now direct expansion costs are higher: so are 
borrowing costs. (See chart.) And corporate liquid 


1For a fuller discussion of long-term factors in the housing market, 
hee ee nae rts 3 
see article in this issue on “More Families, More Homes. 


Recently retailers have done the broadest job of 
arresting the growth of stocks. Retail inventory 
accumulation slowed down sharply between March 
and May (partly because of the leveling off of 
prices). But accumulation of manufacturers’ in- 
ventories, while less than in April, was still at a 
high level in May. Wholesalers were adding to in- 
ventories (not charted) at a steady rate of $.3 
billion a month between March and May. 
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holdings are back down to their 1948 relationship to 
current liabilities. A relatively small decline in the 
prospective earning power of new capital assets 
might make for a curtailment of expansion programs.* 
(It may be worth adding that the prospective earn- 
ing power of new capital assets would ordinarily 
be computed on an after-tax basis—and corporate 
tax rates, already high, are apparently headed up 
another few percentage points.) 

That does not imply recession. Partial mobiliza- 
tion, with defense expenditures projected far above the 
current rate of about $38 billion, could overbalance 
even a large curtailment of nonessential expansion. 
And recent changes in inventory accumulations sug- 
gest the beginning of the end of pileups in retail mar- 


1Though not necessarily of modernization programs. A new survey 
conducted after the beginning of truce talks disclosed no revisions 
of capital spending plans. 
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kets (see charts). But it is one among a number of 
elements indicating that the turn to a buyers’ mar- 
ket in the second quarter should not be too briefly 
dismissed as a transitory phase of a generally infla- 
tionary trend. And it makes the point that the bull- 
ish business outlook for 1951—and thereafter—may 
be even more dependent upon rising armament ex- 
penditures than would appear at first glance. 

It is into this somewhat. sensitized atmosphere 
that truce talk has fallen, and it may hit many 
sensitive spots. While the direct effect it may have 
on military procurement is a matter of speculation, 
without a major letdown in international tension it is 
not likely to alter spending plans of business or goy- 
ernment for the remainder of 1951. But the business 
outlook—and particularly business expansion plans— 
are already pointed well beyond that date. Goals for 
many of the expansion plans in industries producing 
raw materials are fixed in 1953. Changes in these 
goals, or delays in firming them up into capital goods 
purchasing programs, could reflect back into the 
eurrent situation. An expansion forgone means an 
easing of inflationary pressures now. 


AGAIN INVENTORIES 


Secondly, without any major change in the scope 
of the rearmament effort, a truce could tend to 
stretch out delivery schedules. In the absence of a 
shooting war, military planners may prefer flexible 
designs to frozen production models. That could 
make the pinch on consumer supplies even less 
severe. (NPA Administrator Fleischmann has re- 
cently said it won’t get any more severe than it is 
now.) Together with the present state of retail in- 
ventories, such an easing could mean a further cool- 
ing off of the inflation threat in the consumer area. 
Truce could kill off the “shortages ahead” argument— 
on which the retailer is still doing a little business— 
and convert it into “price cuts ahead.”! 

Perhaps most significantly, it may make big manu- 
facturers’ inventories look bigger—in the eyes of the 
holders of commercial paper as well as the holders of 
the inventories—at the same time that the effect on 
price expectations may make liquidation more diffi- 
cult. The result could be intensification of downward 
pressures on wholesale prices, already well undercut 
by the decline of spot-market prices (see chart). 

It is worth adding that truce meetings are, pre- 
sumably, a prologue to efforts at a more general settle- 
ment in Korea. In the months ahead, the progress— 
or lack of it—toward such a settlement may play a 
major part in forming the longer-run business outlook. 


ALBERT T. SOMMERS 
Division of Business Economics 


1A possible exception might be passenger cars, cutbacks of which 
have received wide publicity. 


Business Forecasts 


General 


Roy L. Reierson, vice-president, Bankers Trust Company 
(in an address before the West Virginia Bankers Asso- 
ciation, July 13) —‘“The sustaining forces in our economy are 
very real and tangible, and are already committed for some 
time ahead. Defense spending is certain to increase; a 
settlement in Korea may affect the ultimate level of the 
outlays but not their upward direction over the next year 
or so. The rising rearmament program, with its ramified 
economic implications, is likely soon to meet and offset 
the weaker tendencies in other sectors of the economy. In 
order to assume a protracted business or price decilne in the 
near future, one would have to visualize far greater inroads 
being made upon the defense program than seems wise, ex- 
pedient, feasible or probable at the present time. . . . While 
a huge defense program may be expected to defer once 
again any serious business readjustment over the near 
future, it emphasizes the growing danger that our economy 
may be relying upon the injection of increasing doses of goy- 
ernment spending.” 

National City Bank (Monthly Letter, July) —“The total 
for the second quarter (for plant and equipment expendi- 
tures) is a new all-time high of $6.4 billion, 6% higher than 
the estimate made earlier this year. This figure is expected 
to be duplicated in the third quarter. . . . These immense 
figures, together with increasing defense output, supply 
assurance of support while the consumers’ goods adjust- 
ments take place. They will operate to maintain business 
activity even if sentiment changes as is now possible.” 


Money Markets 


Federal Reserve Bank of Richmond (Monthly Review, 
July) —“A number of factors in the current outlook, oper- 
ating in an opposite direction, indicate a rising barometer 
of business loans in the last half of 1951. Of major impor- 
tance are the scheduled speedup in the defense program and 
the corollary growing demand for business credit to add to 
plant and equipment which will serve to reinforce the normal 
seasonal upturn in business loans accompanying fall mar- 
keting and the usual fall upturn in business activity. . . . 
There is a distinct possibility of a rise in business loans by 
year-end—with its well-known influence on the money 
supply and, hence, on the ld but ever new problem of 
inflation.” 

Marcus Nadler, professor, New York University (in a 
lecture to the Life Officers Investment Seminar, June 22) — 
“The readjustment in the money market has to a large ex- 
tent been completed. Because the demand for credit will 
continue strong and commitments by insurance companies 
and mutual savings banks are still very large, however, 
short-term as well as long-term capital will continue to be 
tight for the remainder of the year.” 


Carloadings 


Association of American Railroads (press release, July 5) 
—‘“Freight carloadings in the third quarter of 1951 are ex- 
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pected to be 2.7% above those in the same period in 1950, 
according to estimates just compiled by the thirteen regional 
shippers advisory boards. . . . Commodities for which in- 
creases are estimated and the amount of increase include 
the following: machinery and boilers, 22.5%; citrus fruits, 
15.7%; ore and concentrates, 12%; agricultural implements 
and vehicles other than automobiles, 11.8%; iron and steel, 
9.9%. . . . Commodities for which decreases are estimated 
and the amount of decrease include the following: automo- 
biles and trucks, 31.8%; cotton, 24.9%; vehicle parts, 
13.2%.” 


Coa 


Anthracite Institute (Bulletin, July 18)—‘“Foreign de- 
mand for United States coal is expected to continue heavy 
during the remainder of 1951. Defense Solid Fuels Ad- 
ministrator Charles W. Connor announced last Friday that 
exports to countries other than Canada may reach 31,000,000 
tons for the year. Overseas anthracite exports in the first 
four months amounted to 223,000 tons. The first half of the 
year is expected to witness 450,000 tons, and a total of 
1,000,000 tons should be realized in the full year 1951. This 
would mark the first upturn since the peak year 1947, when 
bituminous shipments abroad amounted to 42,819,000, and 
anthracite exports to 4,040,000 tons, other than to Canada.” 

National Coal Association (Industry Bulletin, June 29) 
—‘“We estimated last January that the production for this 
calendar year (for coal) would be about 540,000,000 tons 
and it looks now as if it will be somewhere in that neigh- 
borhood or perhaps a little more.” 


Metals 


Iron Age (July 5)—“Peace in Korea will not mean any 
easing in steel supply this year. . . . In fact, indications that 
most metals will be generally hard to get even in the first 
quarter of 1952 still stand. Most of the alloy steels now 
used in automobiles will be unobtainable before 1951 is 
over. .. . The expectation is that in the third quarter about 
85% of finished steel will be controlled and the figure will 
probably approach 100% in the fourth quarter. Bar, plate 
and structural steel is already almost 100% controlled.” 

Joseph L. Block, vice-president in charge of sales, Inland 
Steel Company (Commercial and Financial Chronicle, July 
5) —“Providing that there is no spread in hostilities or other 
adverse change on the international scene, it is my belief 
that during the first half of 1952 there will be more rather 
than less steel available for civilian production, and the 
present over-all shortages may even disappear.” 


Automobiles 


Ward’s Reports Inc. (Ward’s Automotive Reports, July 
16) —“Current near-term indications point to decreased de- 
mand for new cars. The lull, however, may be only tem- 
porary. There are many factors which seemingly bolster 
the argument that demand will outstrip production from 
September until well into 1952.” 


Agriculture 


Bureau of Agricultural Economics (Crop Report, July 10) 
—“Continued improvement in conditions for crop develop- 
ment in June has resulted in prospects among the most 
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favorable the country has known.’ Farmers were able to 
plant crops on the largest aggregate acreage since 1933. 
Yield prospects are reported virtually as good as the best 
in recent years. Winter wheat prospects improved, despite 
adverse harvesting conditions in parts of Oklahoma and 
Kansas, and spring wheat acreage exceeded planting inten- 
tions by nearly a half-million acres. As a result, an all 
wheat crop of 1,070 million bushels, 16 million more than 
on June 1, is now in prospect. Larger acreages of corn, hay, 
soybeans and sorghums than intended earlier are growing 
under mostly favorable conditions. Of the major crops only 
rice and hay are expected to set new production records, 
but several others will be of near-record size. As a result, 
aggregate production, based upon current forecasts, may 
exceed that of any year of record except 1948.” 


Bureau of Agricultural Economics (Wheat Situation, re- 
leased July 6)—‘‘Wheat supplies in prospect for the mar- 
keting year beginning July 1, 1951, are now estimated at 
about 1,479 million bushels, slightly above supplies in 1950 
and the fourth largest on record. The supplies will consist 
of the 1951 crop now estimated at 1,054 million bushels, 
probable imports of about 50 million bushels of feeding- 
quality wheat, and the July 1 carry-over which is expected 
to total about 375 million bushels. 


“Domestic disappearance in 1951-52 may total about 
778 million bushels, which would leave about 700 million 
for exports and carry-over. If exports total about the same 
as in 1950-51, about 335 million would remain for carry- 
over July 1, 1952. While this is 40 million bushels below 
the carry-over expected for July 1, 1951, it is still well above 
the prewar average of 235 million bushels.” 

Bureau of Agricultural Economics (Livestock and Meat 
Situation, released July 12—“The 1951 spring pig crop was 
63.8 millions, 7% more than last year, and a 1951 fall pig 
crop of 42 millions, up 3% from last year, was indicated by 
farmers’ intentions on June 1., A 1951 total crop of nearly 
106 million pigs would be 5% larger than the 1950 crop of 
100.5 million and the second largest crop on record.” 
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Successful Retailing—Provides some history of retailing 
and reviews the fundamental principles of retail store pro- 
cedures such as personnel work, general merchandising, 
displays, credits and collections, advertising, and sales 
promotion. By Arthur Tremain, Harper & Brothers, New 
York, 1951. $4.95. 


The Nineteen Fifties Come First—An analysis of infla- 
tionary pressures present in the economy since the end of 
World War II, and their political origins. Dr. Nourse 
feels that inflation is the great threat of the 1950’s. By 
Edwin G. Nourse, Henry Holt and Company, New York, . 
1951. $2. 


The Hell Bomb—By the outstanding science reporter, 
William L. Laurence of The New York Times. Mr. Laurence 
does not say that there is or that there wil] be such a bomh, 
but presents its possibility as considerably more than 
guesswork and only slightly less than a reality. Alfred 
A. Knopf, New York, 1951. 


ECONOMICS OF THE GARRISON STATE 


delicate economic problems ever faced by this 
nation is that of economic management in a 
garrison state. We have no experience to serve as a 
guide for us. No book has been written on the sub- 
ject of garrison state economics, and no economic 
treatise with which I am familiar even has a chapter 
devoted to it. We are in uncharted seas with little 
or nothing to guide us in developing national economic 
policies which’ will enable us to operate a defense and 
a peace economy side by side. A few examples will 
show how important it is that we do some really 
imaginative thinking about garrison state economics. 
What do we do about taxes in a garrison state? In 
peacetime, taxes should be as low as we can get them 
and perhaps as progressive as we can stand them. 
In wartime, taxes should be as high as we can get 
them and probably they ought to be as regressive 
as conditions will permit. But what tax policies are 
we to follow in a garrison state? The Treasury needs 
a vast amount of money, but we run the risk of either 
having taxes too low to finance the defense economy 
soundly or too high to meet the needs of the peace- 
time sector of the economy. 


Ae THE MOST difficult, dangerous and 


FINANCING 


What do we do about Treasury financing? In 
peacetime, most of us agree that the Treasury budget 
should have some compensatory elements built into 
it so that we will run our deficits in bad times and ac- 
cumulate substantial surpluses in peacetime. In war- 
time, as a matter of practical consideration, we have 
no option but to run substantial deficits. What should 
we do in a garrison state? And how do we find mar- 
kets for government securities? In wartime, of course, 
centrols on consumption and heavy outlays for war 
production create a vast gap between consumer in- 


Summaries of addresses delivered before a panel ses- 
sion on this subject at the Thirty-fifth Annual Meet- 
ing of Tar Conrrerencn Boarp at the Waldorf-Astoria 
Hotel on Friday, May 18, 1951. Roswell Magill’s dis- 
cussion of taxes in a garrison-state economy, also a 
part of this session, has had to be omitted from this 
issue of The Record. Murray Shields, vice-president 
and economist, Bank of the Manhattan Company, 
who presided, led off with a presentation of problems. 


SOME CONCRETE PROBLEMS 
By Murray Shields 


comes and the volume of civilian goods individuals 
may buy; and the difference flows quite naturally, 
largely for patriotic reasons, into government securi- 
ties. But in a garrison state, which apparently has 
some inflation built into it, how can we be sure that 
the savings will go into government securities instead 
of inflation hedges? If so, what do we do about it? 


CONTROLS 


Another problem is with respect to the control ma- 
chinery. In peacetime, we, of course, want none of 
it; and in wartime most of us would assume that the 
controls must be comprehensive if not complete. In 
peacetime, therefore, we want no control organiza- 
tion at all—or none to speak of—while in wartime 
we have no option but to build a vast full-time control 
bureaucracy to write, administer and police the con- 
trols. But what do we do in a garrison state? We 
need some controls, to be sure, but the incentives are 
not present to help make them work or to induce 
large numbers of people to go to Washington in a 
full-time bureaucracy—especially so if the duration 
of the emergency seems to be long. This raises a 
question as to whether we should, in setting up 
our control organizations, try to use a full-time 
bureaucracy or rely on part-time administrators, using 
industry committees and part-time policing organiza- 
tions. 


MANPOWER 


What do we do about manpower in a garrison state? 
In wartime, we must have all the men we need in the 
services for an existing armed force. Should we in a 
garrison state bring a tremendous armed force into 
being? Or should we use a technique popular in cer- 
tain European countries giving military training to 
large numbers of men and women for brief periods 
of time so as to keep as many of the workers in pro- 
ductive employment while they are getting part- 
time instruction in the use of the new military 
weapons? 

What do we do about labor? We seem to have 
adopted the policy in peacetime of settling most of the 
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issues by bargaining or by strikes. In wartime, of 
course, no-strike pledges or no-strike laws become 
imperative. But what do we do in a garrison state 
in which no-strike pledges appear to be impossible to 
obtain, employment conditions are tight, and yet we 
need full production without too much wage inflation? 

And, finally, what do we do about credit and mone- 
tary policy? In peacetime, the Federal Reserve should 
give us tight money in time of boom and easy money 
in time of depression. In wartime, the chief responsi- 
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bility of the Federal Reserve is to help the Treasury 
finance its needs. But what do we do about a mixed 
peacetime and wartime economy? Wartime central 
bank policies might be wildly inflationary in a garri- 
son state. On the other hand, peacetime policies 
might be inadequate because of the Treasury’s fiscal 
needs. What kind of a compromise is practical under 
those circumstances? 

These problems are dealt with in the papers pre- 
sented below. 


ARE DIRECT CONTROLS THE ANSWER? 
By William F. Butler 


Byes World War II, I acquired at first hand 
some knowledge of how direct controls over ma- 
terials operate. At best they work imperfectly. Even 
in wartime—when there is clear agreement on ulti- 
mate goals—direct controls are burdensome and in- 
efficient. 

In short-of-all-out-war atmosphere, direct controls 
will prove singularly difficult to operate. In their 
very nature, direct controls give special treatment to 
certain essential pursuits and discriminate against 
others. 

Difficult and inefficient, however, though direct 
controls may prove to be, they are clearly necessary 
for two main reasons. First, the military program 
now scheduled is too big to be handled without direct 
controls. In theory, a properly designed and executed 
system of taxes and credit controls might be able to 
solve the problems of a limited mobilization. In prac- 
tice, the chances of getting—in time—the required 
action on taxes and other indirect controls seem ex- 
tremely slim. So direct controls are needed—they are 
a lesser evil by far than the inflation and chaos in 
production that would occur in a free market. 

A second—and the most telling—argument for 
direct controls is that we must be ready as rapidly as 
possible to move from limited to all-out mobilization. 
(All-out mobilization is the current jargon for what 
we will have to do if the Russians start World War 
III.) 

Because of the time needed to set up direct controls 
and get them operating, it is important to start now 
rather than to wait for all-out war to break out. Take 
the case of the Controlled Materials Plan—it is an 
almost incredibly complicated operation, involving a 
staggering amount of paper work and statistifying. 
It takes at least six months to set it up. Even then it 
will not dispense perfect justice to all parties con- 
cerned. 

In stressing the necessity for erecting direct con- 
trols now, I am not unaware of a growing body of 
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opinion that these controls are not needed. The 
argument is that the experience of recent months 
shows how the vast productiveness of the American 
industrial machine will snow inflation under an ava- 
lanche of goods and services. There is something in 
this line of reasoning—if you look ahead to 1953 or 
later or if the Russians become persuasively peaceful. 

However, I do not think that production can grow 
enough to snow under inflation this year or next. 
The projected rise in military spending and in essen- 
tial.capital expenditures is simply too great. More- 
over, the coming impact on, consumer supplies of 
metal products—like automobiles and other consumer 
durables—is much greater than the over-all figures 
show. 


GETTING READY FOR THE FLOOD 


The best characterization of the current outlook I 
have heard runs in these terms: the village is still in 
fine shape—but only because the flood has just started 
down the mountain. We need direct controls to get 
ready for the flood. If you assume, as I do, that 
direct controls are needed, then the problem is to get 
them working as effectively and as soon as possible. 

That is a large order. What are some of the general 
principles that need to be followed to make direct. 
controls work as well as possible? They can be made 
to work only if taxes and credit controls eliminate the 
over-all inflationary pressures that defense spending 
generate. I am struck by the unanimity of econo- 
mists on this principle. Almost all economists agree. 

While I agree completely with the majority view 
that taxes and credit controls should have the No. 1 
priority, it seems to me that economists should spend 
more of their time developing and explaining new 
schemes to deal with the problems that lie ahead. 
Such ideas as the spendings tax, a general excise tax 
with personal exemptions, or the excise tax on meat 
have a lot of merit in theory. More thinking of this 
kind is badly needed. Even more important, how- 
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ever, is the job of explaining the inflation problem 
and the solutions proposed by economists, to the gen- 
eral public. On this front, economists need to dem- 
onstrate much greater prowess than they have so far. 

To get back to the subject of direct controls, mo- 
bilization officials are now setting up what has been 
widely advertised as a Controlled Materials Plan on 
the World War II model. The general idea seems to 
be that a CMP will solve all our production prob- 
lems. It is important to get a mechanism like CMP 
into operation. However, the problems will prove 
vastly different from those of World War II. Then 
virtually all steel, copper, and aluminum went into 
war or war-supporting uses. Output of products like 
automobiles and refrigerators was prohibited. 

Today’s problems are basically different. Present 
plans are to apply CMP to something more than half 
the steel supply—to cover military needs as well as 
those of civilian lines now deemed essential. Subject 
only to over-all limitation orders, other civilian users 
would be left to scramble for the rest of the steel. 

Under this setup, there is an obvious premium at- 
tached to getting nominated as an essential industry. 
Anyone under the CMP umbrella gets a ticket for 
materials that will be honored in full. Anyone outside 
the umbrella gets the leavings. 

Mobilization officials will find it hard to resist the 
pressure for adding more and more users to the essen- 
tial category. If they are not suécessful in resisting 
this pressure, we will move rapidly into a system of 
all-pervasive direct controls. This would be a near 
catastrophe—in a limited mobilization that may last 
for some years. 


SUGGESTS A FORMULA 


To avoid all-out controls, a formula is needed to 
determine what is essential. Here is one possible solu- 
tion. We should rate as essential products which 
would continue to be produced in an all-out war. 
Only such products would be brought under the 
CMP umbrella. 

Such a formula offers mobilization officials a valid 
criterion for restricting the spread of direct produc- 
tion controls. And one of the lessons of the past war 
was that direct controls, once started, spread rapidly. 

In operating direct materials controls, World War 
II experience points to the following major conclu- 
sion on methods. Detailed controls and programming 
should apply only to the big users of critical materials. 
General limitation and conservation orders should be 
used to control small users. The one thousand biggest 
metalworking plants probably consume well over 
80% of the metals used in the United States. If they 
can be reasonably well controlled, the operations of 
the remaining 15,000-20,000 metalworking plants can 
be handled by general limitation orders. 

Mobilization authorities are now up against one of 


the most perplexing of all control problems: the in- 
ternational allocation of scarce materials. Supplies of 
key materials—steel, copper, sulphur, and the like— 
are not big enough to meet world demand. So a 
mechanism must be set up to make sure that essen- 
tial needs are met first, and that remaining supplies 
are distributed fairly. 

You can get some idea of the ins and outs of inter- 
national allocations in a short-of-war period by con- 
sidering this question: what happens when consumer 
output in the United States has to be squeezed in 
order to keep essential civilian activities gomg m 
foreign countries? 


EVEN A BIGGER HEADACHE 


The problem of direct controls over the flow of 
materials is dwarfed by the complexity of direct con- 
trols over prices and wages. The difficulty is not that 
we do not know what to do—there are any number 
of adequate blueprints for a workable stabilization 
program. The difficulty lies in persuading the nation 
to do what is necessary to check inflation. 

The general attitude on inflation controls at this 
juncture, can be summed up this way: we must do 
everything we can to check inflation—so long as we do 
nothing to boost my taxes, or cut my profits, or hold 
down my wages. In short, let’s go to work on the 
other fellow’s inflation. 

As I indicated earlier, direct controls will not work 
unless they are backed up by effective tax and mone- 
tary controls. If, however—and this is a big if— 
proper action is taken on the tax and credit control 
fronts, direct controls will have a chance to operate 
in checking inflation. The first requirement is to re- 
move the escalators that operate to boost wages and 
farm prices. The wage-price spiral cannot be checked 
so long as wages are tied to living costs, and farm 
prices are tied to industrial prices via the parity 
formula. A second requirement for setting up direct 
price controls is that the authorities must not try to 
bite off more than they can chew. 

Direct price controls have an important—but lim- 
ited—function in checking inflation. Prices of most 
industrial products can be held in check by direct 
controls so long as costs are reasonably stable (and 
wages are the most important cost). But direct 
controls will not work well in such key areas as meat, 
textiles, and clothing. In these lines, direct controls 
bring shortages, black markets, and quality deteriora- 
tion. This is one of the clearest lessons of World War 
II control experience. The-only way to check price 
rises in these lines is to cut demand by means of taxes 
and wage stabilization. 

A third principle that must be observed in erecting 
direct price controls is that they must not squeeze 
business earnings below the amount needed: (1) to 
call forth the required production effort; and (2) to. 
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finance a high level of business purchases of new 
plants and equipment. . 

This principle has already been violated. The re- 
cent General Manufacturers’ Price Regulation prom- 
ises to place a severe squeeze on profits. If wages 
and other costs rise, prices will not be permitted to go 
up until profits, before taxes, are cut back to 85% 
of the 1946-1949 average. Profits before taxes are now 
running at an annual rate of about $50 billion. The 
1946-1949 average was about $30 billion. So you can 
see how much of a squeeze the Regulation proposes to 
place on earnings. 

What this Regulation would do is load the entire 
penalty of inflation on corporate earnings. In so do- 
ing, it would cripple business’ ability to buy the new 
plants and equipment needed to expand production. 
There would be no escape from the strait jacket of 
direct controls by increasing production. 
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I am not defending unearned and unnecessary 
profits. Some squeeze on earnings is necessary and in- 
evitable. But it is not possible to squeeze profits by 
more than 40% and still get the volume of production 
and the vast expansion of capacity needed in this 
emergency. 

By way of summing up, direct controls are at best 
a necessary evil in the precarious times in which 
we live. Our main effort should be directed at en- 
couraging the growth of production and productivity 
so that we can afford to get rid of direct controls. 
More importantly, expanding production can play a 
crucial role in combating the communist threat. That 
is why we must use all our ingenuity to devise direct 
controls that will not get in the way of a rise in pro- 
duction. 

(Mr. Butler is economist, Rockefeller office, and 
economist, foreign department, Chase National Bank.) 


INVESTMENTS 
By Donald B. Woodward 


2 eee combination of construction, equipping of 
plants, and accumulating of inventory which we 
call investment is today acting like pretty Suzy hay- 
ing dinner at the famous “21” with a number of 
young men. She is having a very good and very 
large meal, and as she eats she is saying to herself: 
“Someone is going to pay the check for this, but I’ll 
be damned if I know who, or how.” 

To some degree something like this has been 
going on for a decade or more. Year after year this 
economy, for reasons that seemed compelling, has 
been dedicating to investment and in some years to 
government deficits amounts well in excess of what 
it has been willing to save voluntarily. The difference 
has been settled in the only way possible; the bank- 
ing system has created the money. It has been done 
in various ways. Some have been direct such as when 
the Federal Reserve purchased government securities 
on their direct issue from the Treasury. Some have 
been rather circuitous ways, such as when the Fed- 
eral Reserve bought United States governments from 
life insurance companies so that the latter could 
finance new factories and housing—which just about 
everybody agreed was needed and for which there was 
tremendous pressure. But direct or circuitous the 
method, the result was the same; that is, bank credit 
financed the excess of investment and government 
deficits over what we were willing to save. 

This procedure depreciated the value of money, of 
course. But investment, plus government deficits in 
some years, went merrily on; and more and more the 
community came to take it for granted that the bank- 
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ing system would, of course, make up the difference. 
The economy actually became pretty calloused and 
irresponsible about this use of bank credit and the 
value of its money—although it got a very great 
amount of much needed plant and equipment and 
housing and inventory, and has financed the protec- 
tion of its freedom. 


QUESTIONS F-R ROLE 


Now, suddenly, the Federal Reserve is trying to act 
like a conscience and says that no, the banking system 
isn’t going to go ahead taking care of whatever bill 
is arising from any excess of investment, plus govern- . 
ment deficit, over what we are willing to save. The 
funds available have been shrunk drastically, and the 
long-term interest rate has risen at least one-half per 
cent since early March and is still gomg upward. And 
so our Suzy really doesn’t know who is going to pay 
the check or what conditions are going to be imposed 
on her. She doesn’t know quite what is going to hap- 
pen before the evening is over. 

Let me supply a few numbers. In 1950, the $50 
billion of gross private investment took all the savings 
available. In addition, to get the financing done, there 
was required an increase of $9 billion in commercial 
bank loans, purchase by the commercial banks of 
$1.3 billion nongovernment securities, and purchase 
of $2 billion of governments by the Federal Reserve. 
This is the measure of how extremely inadequate pri-_ 
vate savings were—or, if you state it the other way, 
how excessive investment was in terms of available 
savings. ; 
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The plain, blunt fact is that this year looks no bet- 
ter than last year proved to be. Indeed, more likely 
than not, the imbalance by next winter may be 
at a rate more extreme than anything we have yet 
seen. 

The reasons are that expenditures for business 
plant and equipment are expected by businessmen to 
be at a higher annual rate in the fourth quarter of 
1951 than ever before, the government is scheduled to 
be showing a deficit of several billion by that time in- 
stead of a surplus as in 1950, and Congress is loath 
to make a major increase in taxes. With those very 
large increases in prospect and doubt about more 
taxes, some fantastic assumptions have to be made in 
order to reach a balance in the numerology of pro- 
jectional statistification. Some really huge declines 
have to be assumed in inventories and in housing, 
and an enormous increase in saving. Otherwise, unless 
peace comes, there are just two possibilities: first, we 
go to considerably more inflation; or second, quite a 
lot of people are going to go broke. 


SUGGESTS THE PROGRAM 


On the basis of this analysis, the following pro- 
gram must be developed progressively into next win- 
ter if life in the garrison state is not to involve quite 
a lot more inflation. 


© Reduce or postpone some of the nonmilitary expen- 
diture at all levels of government. 


* Collect enough taxes to cover government expen- 
diture. 


© Curtail the total of private investment—much more 
than the first-quarter gross private domestic investment 
suggests. 

¢ Maintain a restrictive monetary policy as an instru- 
ment to bring curtailment of private investment. 

¢ Inaugurate and vigorously press a campaign to in- 
crease private savings very greatly. In view of the 
difficulties confronting the other steps, this is the most 
promising, the most needed, and, ironically, the least tried. 


What this program really aims at is the achieve- 
ment of a sufficient balance between savings and the 
sum of necessary investment and government deficit 
to make avoidance of inflation possible. It emphasizes 
that what must be covered by savings is the govern- 
ment deficit plus necessary investment. The problem 
is often misconceived and misstated as one of fin- 
ancing government by sufficient taxes and saving. The 
fact is that we could do that completely—and still 


have a whopping inflation. Necessary investment 


must also be financed. 

So my program for the garrison economy is that 
private saving and the total of investment plus govern- 
ment deficit be brought into such relationship that 
inflation can be avoided. For the period of interna- 
tional tension, which I fear will be long, investment 
should be high. If we are to have that necessary 


high investment without inflation, we must take the 


several actions necessary to greatly stimulate volun- 
tary savings. 

(Mr. Woodward is second wice-president of the 
Mutual Life Insurance Company of New York.) 


NEW APPROACHES FOR NEW PROBLEMS 
By Leon H. Keyserling 


E HAVE NEVER before set out deliberately 

upon a heavy and prolonged defense program 
not in contemplation of, but rather with the hope and 
intent of, avoiding a total war. This is indeed some- 
thing new. But the term garrison state seems to me 
inappropriate in so far as it implies a wider departure 
than I think necessary or desirable from our custom- 
ary methods of doing private business, our customary 
relationships between business and government, and 
our customary approaches to the rights and responsi- 
bilities of the average citizen. 

Indeed the very reason why the problems of a pro- 
longed defense economy are so challenging and vex- 
atious is because they require us to meet new problems 
and serve new purposes without departing too dras- 
tically from our customary methods and relationships. 
It would be easy to put down on paper a theoretically 
workable program for the period ahead of us if we 
were willing to use the severe procedures which the 


term “garrison state” implies, or the procedures which 
we have been willing to adopt in an all-out war. But, 
in practical application, the effort to maintain such 
drastic procedures for an indefinite period would drive 
us either toward the making of war or toward aban- 
donment of a program designed to enlarge world 
security and*°improve our prospects for a durable 
peace. 


A MARATHON EFFORT 


The world situation is most serious, and we should 
make an all-out effort to mobilze our resources and 
thus enlarge our security. But the all-out effort of a 
marathon is not the same as that of a hundred-yard 
dash; and those who call for an all-out effort without 
relating its character to the peculiar nature of the 
problems now confronting us are not thinking the 
problems through. They imagine that they are being 
heroic when they are only being hectic. 
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Five Great Purposes 


First, we must build up our armed strength, as 
rapidly as possible, to the goals which we have set. 
These goals are not based upon the inevitability of a 
third world war. We are now seeking peace through 
strength. That is not the same thing as peace through 
nonresistance, or peace through world conquest. 

ee 

Second, we must build up our stock pile. This in- 
cludes not only weapons but also raw materials. It 
includes the improved development of some of our 
natural resource reserves which have strategic signifi- 
cance. It includes everything we must do to have 
staying power against any reasonable contingency. 
It must take account of the possibility of an all-out 
war which might for a time disrupt some lines of 
production and cut off some sources of foreign supply. 

ee 

Third, we must use some of our resources to help 
build the combined strength of the free nations asso- 
ciated with us. Military and economic strength are 
inseparable. This problem can be solved only by in- 
terchange and pooling of some raw materials and 
other goods, as well as some implements of war. It 
puts a false light upon this problem to talk about the 
United States giving things away or doing more than 
its share. The free nations are not competitors; they 
are partners. In a partnership, all must do their part; 
and the strongest partner must do the most. 

ee 

Fourth, we must not let our defense programs, do- 
mestic or international, weaken our own civilian pop- 
ulation. We must budget the defense programs in a 
way which leaves enough over to keep our people in 
good health and good morale. In view of the long pull 
ahead, this means more than would be necessary to 
maintain health and morale during the relatively short 
duration of an all-out war. Of course our people must 
make sacrifices, giving up many things which they 
could have under happier world conditions. But there 
is a difference between stripping for action and bleed- 
ing oneself to death. We must preserve a strong 
enough civilian economy to deal with problems which 
may arise several years from now—not just the prob- 
lems of the moment. 

ee 

Fifth, we must devote enough of our manpower, 
materials, and other resources to building up our pro- 
ductive facilities. In the final analysis, the other four 
purposes that I have listed can be served only by pro- 
duction. If we kept our productive facilities at a con- 
stant level, our civilian economy would become weak- 
ened as our population grew. It would make each 
successive year of a heavy defense burden harder to 
bear. But if we build up and expand our productive 
facilities, we can—short of an all-out war—make it 
easier in each successive year to serve the other four 
purposes. 
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To be sure, we must get ourselves into a well-poised 
position where we can quickly go all-out if we have 
to. But the fighter who is well poised does not 
throw punches before the bell. He must have some 
sense of timing and some strategic purpose. 

We are in a kind of struggle entirely new to our\ex- 
perience, and we must use all our ingenuity and enter- 
prise, courage and intelligence to adjust our thought 
and action to a new and partially uncertain set of 
conditions. 


e The first maxim for practical action is that new 
circumstances require new solutions. Many of you 
spent your first mature years in the era of the great 
depression and the New Deal, and rose to your largest 
responsibilities during the course of World War II. 
But we are not now fighting either a world-wide de- 
pression or a world-wide war. Many of the economic 
policies of those periods are not relevant to the present. 
Experience can be a beacon or a blindfold depending 
on how it is used. 

After Pearl Harbor, our economic task was easy to 
define even though it was hard to achieve. The task 
was to pour as much of our resources as rapidly as 
possible into the development and deployment of an 
immense striking force to be used at once on three con- 
tinents and many oceans. The resources that were 
left over from this task were only about half our 
total production, which made it relatively easy to 
determine along what lines of priority they should be 
used. For example, by 1944 about 48% of our total 
output was absorbed in government programs, almost 
all of them directed toward fighting the war. Only 
about 4% was utilized for private domestic invest- 
ment, the purpose of which was to improve our pro- 
ductive tools and equipment. This left about 48% 
for personal consumption; and, with such an abnor- 
mally low proportion of the total devoted to this pur- 
pose, the priority of need was fairly apparent. 

In the current situation, the relative proportions 
are much more difficult to determine. Since this de- 
termination is not being automatically provided by 
the fact of an all-out war, it requires the wisest appli- 
cation of economic and social judgments. This is by 
far the top problem of economic policy. 

We must now serve in sound proportion five great 
purposes. (See box.) 

The vast difference between the economic program 
which must now be successfully developed. and that 
in World War IT is illustrated by these figures: by the 
end of next year, the proportion of our total resources 
likely to be devoted to all types of government pro- 
grams, including national defense and international, 
would be about 25%, compared with about 48% in 
1944; personal consumption would be about 62%, com- 
pared with about 48% in 1944; and the proportion 
devoted to private domestic investment to build up 
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our tools and equipment, would be about 13%, com- 
pared with about 4% in 1944. This calls for a very 
different complex of economic policies all along the line 
than those we utilized at the peak of World War II. 
Not controls nor production nor military policy 
can afford to follow blindly the experience of the past. 


e Another maxim for practical action is that we 
must accent the affirmative. In economic policy, this 
means relatively more emphasis upon satisfying our 
main needs through more output rather than through 
dividing up what we already have. Thus, while pro- 
duction and controls are interrelated, we must place 
at least as much emphasis upon production as upon 
controls. This has implications for stabilization 
policy. We should always remember that, while a sta- 
bilizer on a great ship may make the trip smoother, 
it is the productive drive represented by the power 
of the motors and the energy of the crew that carry 
the ship through the perilous sea to a safe port. Even 
during World War II the stabilization programs 
would have been of no avail without the production 
programs. And the production programs are rela- 
tively even more important now in view of the many 
purposes which we must serve and the indefinite 
duration of the contest short of total war. 

It is well within our capacity to expand our total 
economy within two or three years in an amount 
at least equivalent to the highest-level defense pro- 
gram which has thus far been contemplated. This 
would mean that we can carry forward that defense 
program while expanding our basic industrial ca- 
pacity, maintaining satisfactory civilian standards, 
and fulfilling our international obligations. 

A firm program of stabilization through controls 
will indeed be imperative at least for the next year or 
two. If it is neglected production will be impaired, 
and public morale will be so badly shaken that the 
whole popular support for the defense program could 
break down. We need enough taxes to balance the 
budget, improved credit controls, sensible allocation 
of materials, strengthened rent control and price and 
wage stabilization. 

I believe that each and every one of the requested 
amendments to the Defense Production Act is essen- 
tial, although I have not the time here to outline 
them in detail. I can find no merit, under current 
conditions, in the argument that the indirect controls 
alone can do the job. The indirect controls are fun- 
damental, but they must be reinforced and supple- 
mented by the direct controls. The essence of a sound 
anti-inflation program is that it be well rounded, for 
otherwise more strain is placed upon a few mechan- 
isms of control than they can carry. 

At the same time, we must gear every control and 
stabilization policy to serve the basic purpose of 
stimulating production and channeling it into the 


most efficient type of resource use. We must not let 
any zeal for controls for their own sake impair the 
productive process; nor seek, through controls, to 
maintain a balance of resource use which may be 
politically palatable but which will not maximize 
our total strength in the long run. 

An even greater danger would result if we sought to 
control inflation by the easy process of eliminating 
essential activities rather than by the hard process 
of working longer, planning better, and doing more. 
It may look easy to fight inflation by slashing de- 
fense outlays or defense housing or power projects, or 
education. But all these are essential elements of our 
strength. There is plenty of room in our economy to 
expand them by cutting down on nonessentials. 

To be sure, there are many things that we must do 
without. But we must place the primary stress upon 
what we can and must do. Instead of lowering our 
goals, we must step up our efforts. Instead of de- 
featist concern about our ability to do the whole job, 
we must realize that no job yet defined has reached 
the limits of what we can do. 


e Another maxim for practical action is that we can 
shape our whole future by planning, by having the 
imagination to look at the whole problem and fit the 
parts together toward an over-all production effort. 
In the stress which is being placed upon various 
specialized programs in the defense mobilization, there 
is inadequate recognition that these specialized pro- 
grams cannot do the job unless they are geared to a 
central purpose and coordinated toward the achieve- 
ment of common goals. It is good to work for more 
effective price control and wage stabilization. But 
what constitutes a sound price and wage policy can- 
not be determined by looking backward to Werld 
War II, or even by general talk about equality of 
sacrifice. A price and wage policy can be successful 
only if it is geared to more fundamental objectives 
for production and resource use. The vital need for 
improvement in the defense program thus far is not 
in the specialized programs but rather in the develop- 
ment of an over-all production program, the presen- 
tation of this program to the people, and the winning 
of their support based upon genuine understanding. 
The specialized programs could descend to the level 
of harmful or inconsequential tinkering with the 
economy, if they are not guided by the logic of a 
thought-through over-all production program. 

The possibilities of such a production program chal- 
lenge and quicken the imagination. How much can 
we expand our total economy over the next two or 
three years? What are the as yet unused resources 
of technology and invention which may be applied to 
this task? What are the key areas—such as metals, 
transport, fuel—where expansion must be accentu- 
ated for the balanced development of the economy? 
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What are the raw material inadequacies, and how may 
these supplies be increased? By what joint efforts of 
labor and management can we increase productivity? 
How can we most effectively exchange some of our 
productive resources with those of our allies? 

These are the pressing, throbbing questions of a de- 
fense economy. The more classic economic problems 
of normal peacetime—such as credit and taxation— 
while still important, must be viewed in the perspec- 
tive of the drive for resource development toward the 
realization of our marvelous strength potential. The 
development of such a production program, the blend- 
ing of its parts into a realistic composite, is the first 
and foremost challenge to economic policy in these 
times. It is a challenge to government, industry, ag- 
riculture and labor, and to all those who want to get 
to the heart of the matter and answer the most impor- 
tant questions. If we meet this challenge, we and the 
other free peoples can so expand our margin of su- 
periority over the aggressors that even they may be 
turned away from their world-shattering designs. Here 
lies the great nonsecret weapon of the free peoples 
which we should use to the uttermost. 


e Another maxim for practical action is that public 
policy be subjected to searching criticism, but that 
this criticism should be rooted in facts. Some of the 
recent criticisms of the tax amortization programs of 
the government to the effect that they have been too 
generous, or have favored large businesses against 
small, have not been founded upon adequate study. 
I question whether those who have made these criti- 
cisms have yet weighed the cost of achieving the 
necessary expansion by this method against the cost 
that any other available method would involve. I 
doubt whether it has yet been proved that this accel- 
eration program has not achieved as much, per dollar 
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of costs, as has other segments of the defense effort. 

And I do not think it entirely fair to criticize this 
program on the ground of the traditional division be- 
tween big business and small business, without ask- 
ing first where the expansion was most needed and 
to what extent particular types of expansion can be 
produced by small business. I am in favor of mar- 
shaling our full productive resources by bringing every 
available small business into the picture, and ‘more 
effective programs are needed for this purpose. But 
there is a difference between a constructive program 
and engaging merely in hackneyed slogans out of the 
past. 


e And, finally, a maxim for practical action in these 
tumes is that we should all seek to unite rather than 
to divide the people of the United States. It was an 
unhappy by-product of the great and genuine gains 
made during the New Deal that there was some ex- 
cessive ranging of the worker against business, and 
the large against the small. Possibly this was an un- 
avoidable technique in those times; and certainly there 
were many unbalances among groups which required 
correction. But the problem for all thoughtful citizens 
today is to bring out the best rather than the worst in 
every group; to devise a program broad enough and 
sound enough to appeal to every thoughtful American 
in these crucial times; to let bygones be bygones as 
we look toward the future; and to strive for that unity 
of purpose and action among all who love freedom 
which is an imperative for the survival of freedom in 
the face of the tremendous forces marshaled against it. 
With this unity, we can meet with confidence the 
heavy tasks of the present and the vast uncertain- 
ties of the years ahead. 


(Mr. Keyserling is chairman of the Council of Eco- 
nomic Advisers.) 


MANPOWER PROBLEMS OF A GARRISON STATE 
By Martin R. Gainsbrugh 


HE QUESTION of manpower rightly comes at 

the close of this panel. In most instances, what we 
want to accomplish in the manpower field has to be 
done indirectly by action in other areas. 

Thus, in the case of wage stabilization, the primary 
restraint is price stabilization; as a result, tight credit 
and fiscal policies reduce the need for wage increases. 
Again, to shift people from nondefense into defense 
industries, particularly in a garrison state, the primary 
emphasis is necessarily upon allocation of materials 
and limitation orders. As civilian job opportunities 
decline, labor flows toward job expansion in the de- 
fense industries. 
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Similarly, if we want to keep down unit labor costs, 
the contributions that would be made from Don Wood- 
ward’s area of investment and improvements in tech- 
nology are.extremely helpful. In the same way, the 
changes that Roswell Magill suggested for reduction 
of nonessential government expenditures would free 
additional people for employment in more essential 
areas. The more effective the solutions found for 
problems in other areas the better the adaptation of 
our labor resources to the needs of defense. 

T shall discuss only three aspects of the manpower 
problems of a garrison state. These are (1) labor 
needs and requirements for defense; (2) allocation of 
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manpower to the defense and civilian industries and 
the unique problems that arise in that connection in 
the garrison state as distinct from total war; and (3) 
the wage-cost spiral of an armament economy. 


DIMENSIONS 


In the area of dimensions, we face a paradox. The 
direct manpower needs of a garrison state represent 
but a sliver of our total labor force. Defense require- 
ments are substantially smaller than in World War I 
or World War II, and yet they may be far more 
difficult to achieve than in total war. 

Estimates of the Bureau of Labor Statistics show 
we would need about 1244% of our total civilian 
labor force for defense purposes at maximum load in 
the fourth quarter of 1952.1 As against that, we 
would be devoting 15% to 20% of our gross national 
product for defense purposes. As illustrated in our 
chart book, “Defense Economics—the First Year,” 
that might account for as much as a fourth of total 
industrial production. 

It may be increasingly difficult to secure the transi- 

tion of workers that we need. We lack the mobility 
of the labor force that we had in World War II. 
Thus we have fewer younger people in absolute num- 
bers as well as proportionately than we had a decade 
ago. Attraction of married women into the labor 
-force may prove more difficult, since they have 
greater family responsibilities than last time. In 
addition, the wage differential between civilian and 
defense industries has been significantly narrowed in 
the past decade, thereby reducing the incentive to 
workers to shift to defense work. (See chart.) 

The ease with which we have been able to man de- 


‘Manpower requirements and a for the defense program 
during 1951 and 1952 appear in ““The Changing Labor Picture,” 
The Business Record, July, 1951. 
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fense industries thus far is a deceptive guide for the 
future. We are still in the early buildup stage of the 
defense program. The rate of defense spending is 
only about $500 million or $600 million a week as 
against a scheduled rise to $1 billion or more in the 
year ahead. 

The durable goods industries have not found it 
difficult to attract employees from the soft goods 
sector where demand and production has ebbed a bit 
or where the seasonal low is struck in the opening 
half of the year. That slack will be well absorbed by 
the time we move into the second year of defense. 
The additional aspects of the tight situation arising 
from piling defense employment upon an already 
fully employed economy are explored in our chart 
book. 

ALLOCATIONS 


Allocation of the labor supply is an unusual problem 
for a garrison state. How are people to be moved into 
defense industries? In total war, resort can be made to 
conscription, freezing of jobs, and other forms of com- 
pulsory labor direction. Can we resort to these in a 
garrison state economy? Mr. Keyserling negates that 
prospect, Defense Director Wilson has spoken out 
against it, and so have others directing the defense 
effort. That alternative, then, is not open in a garri- 
son state. 

Mr. Keyserling’s alternative is the wage rate; 
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through a higher wage an increasing number of workers 
could be attracted, as needed, into the defense indus- 
tries. Those charged with wage administration during 
World War II have said they learned one lesson in 
connection with allocation of manpower: not to use 
the wage rate for allocation purposes. If it performs 
its function it does so at too high a price. It cannot 
be confined to the small sector of defense industries; 


it spreads in dynamic fashion throughout all the labor 
force. 


Witness the following conclusion offered by Carroll 
Daugherty: 


“Wage rate differentials and changes, along with pro- 
duct price differentials and changes, cannot be allowed to 
be a major influence on resource allocation during a time 
of preparation for war. In other words, wage-rate in- 
creases should not be granted for manpower reasons. Just 
as in respect to materials and machines, some other sys- 
tem, authoritarian or voluntary, should be used to place 
labor where it is needed.” 


Well, if we can’t resort to direction or conscription, 
and if we can’t use the wage rate as an incentive with- 
out adding to inflationary pressures, what other 
courses of action remain? What incentives are there 
if the two I have cited are barred or work poorly? 


“Wage Rate Control Standards,” American Economic Review, 
March, 1951. 
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Our chairman raised the question of the inflationary 
aspects of manpower in a garrison state: how can 


prices be constrained in a period when labor enjoys 
a sellers’ market? 


COMBATING THE SPIRAL 


The restraining influences must come largely from 
outside the labor market—through tight credit, higher 
taxes, greater resort to capital input, and so on. 

e 

In addition I would suggest that the emphasis 
necessarily has to be upon attracting new recruits into 
the labor force rather than upon extension of hours. 
This latter is an extremely costly phenomenon in a 
period already frought with grave inflation dangers. 

In my concern over additional price increases I 
differ sharply from Mr. Keyserling. As one of the 
charts indicates, both wholesale prices and the cost 
of living are currently above the zenith of any past 
inflation—and that embraces not only the inflation 
of World War I but of the Civil War and the War of 
1812 as well. As shown in our chart book, the rise of 
prices since Korea has been more rapid than in either 
World War II or World War I: With that historic 
retrospect in mind I am opposed to even a bit more 
inflation. 

e 

I also suggest that the expanded income of labor 
be neutralized through savings if we can get no gen- 
eral acceptance of wage stability. Contrary to popular 
belief, wages continued to increase in World War II, 
even after the Little Steel formula. But the rate of 
acceleration was restrained after the Hold-the-line 
Order. (See table.) 

e 

Job training might be accelerated and jobs brought 
increasingly to the workers where they are, in contrast 
to the performance in World War II. Special atten- 
tion is being given to increase the placing of procure- 
ment contracts in areas where workers are available 
rather than in tight labor market areas. 

e@ 

Wars normally disrupt the long-term gain in pro- 
ductivity. A full-scale defense effort retards the ad- 
vance of output per man-hour in civilian industries. 
However in a garrison state where the defense pro- 
gram accounts for only a small part of the national 
output, productivity may be a positive factor in 
holding down the wage-cost-price spiral. 

The manpower problems of a defense economy or 
of a garrison state are not easy to solve, since the 
stimulus of patriotic cooperation of all-out war is 
lacking. If the defense program continues on schedule, 
the most scarce single ingredient in the national pro- 
duction equation may be labor. 


(Mr. Gainsbrugh is chief economist of the National 
Industrial Conference Board.) 
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50 vs. 1940 HOUSING PICTURE 


AGE OF DWELLING 


SHOWS A RISING STANDARD OF LIVING 


Home building averaged about 1.1 
million units a year from January, 
1945, to April, 1950. This was one 
of the greatest building booms in 
the nation's history. Now structures 
less than ten years old contain 21% 
of all housing units as compared with 
16% in 1940. Six per cent of the 
units average more than one and 
one-half persons a room—a drop 
‘from the 9% in 1940. 


1950 Census of Housing 


AUGUST, 1951 


307 


HEATING 
EQUIPMENT 


1940 


BATHING 
FACILITIES £ 


PERSONS PER ROOM 


How America Is Housed 


37.3 


TOTAL DWELLING UNITS 
VACANCIES 


“SH OTHER HOUSEHOLDS 


.9 334 ONE-PERSON HOUSEHOLDS 


MARRIED COUPLES 
(WITH OWN HOUSEHOLD) 


An appraisal 
of existing 
forecasts and 


MARRIED COUPLES factors affecting 


APR. APR. NOV. APR. HARDEE toe ee ace ; 
1930 1940 1945 1947 1950 housing 
In millions Sources: Bureau of the Census; Taz ConrERENCE BoarD 
demands 


MORE FAMILIES—~MORE HOMES 


OME BUILDING IN 1950 SET A RECORD 
H which is not likely to be surpassed in the near 
future—at least that is what most construc- 
tion analysts deduce from indications of future needs. 
Projections of new family formation for the next 
several years—the key to future housing demand— 
tend to be significantly below the current rate at 
which new families are coming into existence. The 
low birth rates of the early 1930’s mean that the 
number of men and women of marriageable age, a 
factor which could limit the number of new families, 
will be dropping. In addition, the huge backlog in 
the demand for housing that existed at the end of 
World War II has been sharply reduced. Added to 
these minimizing factors are existing credit curbs and 
other controls on building. 

While there is general agreement that home build- 
ing is likely to decline from the 1950 peaks, there is 
little concurrence on how far the decline may go. Some 
builders look to a large replacement demand to main- 
tain home building at high levels. Others do not ex- 
pect any increase from this source. Construction 
people who lean to the pessimistic side are prone to 
quote the 1946 government forecast of family forma- 
tion in the 1950-1960 period. Those estimates pre- 

/ dict fewer than 500,000 new families annually as 
‘compared with the present rate of well over a million. 

But the assumptions underlying that 1946 forecast 

may no longer be valid. A more recent estimate of 


the decline in demand for homes between now and, 
for example, 1955, is 35% to 40%—not 60% to 70%. 
Considering the extent to which conversions and other 
makeshifts could be used in filling demand, there 
could be a gradual decline to perhaps 600,000-650,000 
nonfarm homes in four or five years. If the replace- 
ment market unfolds, as some expect, building activ- 
ity could be higher. A war could shut down the 
industry. 

New family formation, while not the sole factor in 
determining the level of housing demand, is the most 
important. The largest portion of the family popula- 
tion, that headed by married couples, has increased 
about 850,000 annually since 1947. Marriages have 
been averaging 1,800,000, the difference being ac- 
counted for by divorces and deaths of married persons: 

The increase in the number of households headed 
by married couples has been even larger than the 
850,000 rise in the number of these families. A larger 
number of married people who had to double up with 
relatives after the war, mostly for lack of other living 
quarters, have since obtained their own accommoda- 
tions. The number of new households thus created has 
averaged over 250,000 in recent years. 

Aside from the million or more new husband-wife 
households appearing annually in the postwar period, 
several hundred thousand new one-person households 
have been formed in each of the last several years. 

This increase apparently results from a growing 
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tendency for widowed women to gain financial inde- 
pendence and to live by themselves. In 1950, more 
than 19% of women fifty-five years and older were in 
the labor force, compared with somewhat more than 
13% in 1940. Their actual number increased more 
than 80%.1 

Other households, principally of the parent-child 
type, have remained relatively stable in the postwar 
period. 

Taking all types into account, households have been 
increasing at a rate of roughly 1.4 million annually 
during the past several years. This is 900,000 in ex- 
cess of what many demographers have considered 
normal. 

This large annual difference since 1947 stems mostly 
from the so-called abnormal number of marriages. 
Simple projections of prewar marriage patterns im- 
plied a rate of about 1.4 million marriages annually. 
After adjustment for divorces and deaths the net in- 
crease in married couples would be about 450,000 in- 
stead of 850,000. The additional 500,000 in the actual 
as opposed to the “normal” rise in new households is 
accounted for by more doubled-up couples finding 
their own accommodations and the more-than-ex- 
pected increase in one-person households. 

The trouble with these earlier projections is that 
prewar marriage patterns are not prevailing currently, 
and in fact there is little reason to expect them to. 
Incomes are higher and jobs more plentiful now. 
Therefore, many people in the younger-age brackets 
can now afford to get married instead of waiting until 


10f the 1.3 million single-person households formed between 1940 
and 1950, 1.1 million were established by women. Two fifths of the 
women living alone in 1950 were over sixty-five years old. Four fifths 
were over forty-five years old. 
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their later years. Prewar, about half of all women 
twenty to twenty-four years old were married; now, 
two thirds are. 


THAT BOOM IN MARRIAGES 


Recent experience gives a far different picture of 
what today constitutes a “normal” number of mar- 
riages. Marriages hit a postwar high of 2.3 million 
in 1946, then declined to 2.0 million in 1947, to 1.8 
million in 1948, and to a low of 1.6 million in 1949. 
By that year it appeared that just about all the 
war-delayed marriages had been consummated, sug- 
gesting a decline in marriages to the calculated normal 
of 1.4 million. Even had the Korean war not broken 
out in 1950, marriages in that year apparently would 


‘not have deviated much from the 1949 rate—at least 


that is what marriages in the first six months of 1950 
indicated. As it was, the impetus of the war and the 
draft boosted marriages in 1950 to 1.7 million. And 
during the first three months of 1951, marriage licenses 
issued were nearly 20% higher than for the same 
period of 1950. Thus a marriage rate of 1.6 million 
would appear closer to the current rate than 1.4 mil- 
lion. If so, an annual rate of additions to households 
headed by married couples of about 650,000 is indi- 
cated. 

Some further increments to married-couple house- 
holds may also be expected from continued undoubling 
of those couples still without their own accommo- 
dations. These couples numbered 2 million in March, 
1950. However, there is always some doubling, so it 
can be expected that only a fraction of that figure will 
increase the number of households. In March, 1950, 
the number of doubled-up couples amounted to 4.6% 
of total households, as compared with 5.6% in 1940 
and 5.1% in 1930. Since doubling appears to result 
mostly from insufficient resources to set up separate 
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households, a lower percentage is to be expected cur- 
rently than in less prosperous years. 

But how much lower? If households increase by 5 
million from 1950 to 1955, the percentage of doubling 
to total households would have to fall from the 4.6% 
of 1950 to below 4.1% if doubled-up couples are to 
add anything to households. It therefore appears 
doubtful whether undoubling will be a major source 
of new households in the next few years—perhaps 
accounting for fewer than 50,000 annually.'| This 
is confirmed by the steady decline in undoubling 
in recent years. Between April, 1947, and April, 1948, 
about 400,000 couples found separate accommoda- 
tions. The figure was 300,000 in 1948-1949, and 170,- 
000 in 1949-1950. If this rate of decline has continued 
to the present time, undoubling is a small factor in 
current household formation. 

Prewar projections of household formation other 
than those headed by married couples (one-person, 
parent-child, etc.) also may be somewhat low. The 
average annual increase in these types of households 
during the postwar period has been over 300,000 as 
against a projected figure of only 60,000. There may, 
however, have been some abnormal factors causing 
the sharp increase in one-person households. Never- 
theless, continued increases—perhaps as much as 
200,000 annually—seems likely at least for the next 
several years as more older people take jobs.” 


MORE VACANCIES AND REPLACEMENTS 


Household formation gives us a measure of the de- 
mand for occupied dwelling units. But new housing 
is also needed to replace dwellings demolished and 
destroyed each year. And the inventory of vacant 
units may be in for expansion. 

Heavy construction in recent years has eased the 
early postwar stringency in the housing market, and 
vacancies have risen from their postwar low of 5.5% 
of total dwelling units to more than 7% currently. 
That is a higher percentage than at almost any time 
since the Thirties. A closer examination of the com- 
position of the vacancies, however, indicates that 
about two fifths of existing vacancies are seasonal 
units*—such as vacation homes. A third includes 
homes rented or sold but not yet occupied, homes held 
for absent households, homes undergoing extensive 
repairs, and so forth. (Both of these categories have 
increased sharply in the past decade.) 

Actually, only a fourth of total reported vacancies 


1Assuming an increase of 5 million in households, an annual rate 
of 50,000 would push the percentage of doubled-up couples to 3.6: 


*In 1940, about 3.3% of women twenty-one years old and over 
were living alone. In 1950, the figure was 5.0%. Assuming the same 
rate of increase, 150,000 one-person households would be formed 
annually by women each year through 1955. Since a larger propor- 
tion of the older women live alone, the aging of the population implies 
an even higher figure. There may also be some increase in the number 
of one-person households formed by men. 


‘Such units are counted in vacancies even when occupied. 


There Are Some Vacancies Now 
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*FOR SALE AND FOR RENT 


Millions of dwelling units; April, 1930, breakdown not available 
Sources: Bureau of the Census; THz CONFERENCE Boarp 


4EOR SALE 


are year-round dwelling units available for sale or 
rent—or only 2% in terms of total-dwelling units. It 
is this 2% which is the actual working inventory. 
Comparable working vacancy figures for recent years 
are as follows: 


LGAO iret © toe Mee lepete h PG. 1980> | Osx base aa 1.6% 
1 DAD Sy 5c atetec es ohete slats ts VS8%.- 1051 Hest) eae, see 2.0% 
LOA sot netettew sie 3A 11% 


Since 1940 was apparently a year of some slack in 
the housing market, a reasonable vacancy percentage 
in good times is probably of the magnitude of 3%. 
If so, current vacancies may be nearly a half million 
below a normal working level. In addition to demand 
for new dwelling units to make up this deficit, 3% of 
the total additions to the number of units each year 
would have to be put into a vacancy inventory if the 
inventory is to remain at 3% of total units. If house- 
holds increased at a rate of 850,000 to 900,000 annu- 
ally, vacancies would have to increase about 25,000 
to maintain 3% of the total figure. 

Then there, are replacements to take care of. Every 
year thousands of homes are destroyed by fire, floods 
and other natural causes. Additional thousands are 
demolished to make way for new construction or 
other purposes. Losses from these causes are esti- 
mated at about 50,000 dwelling units annually. An 
additional 50,000 units of dilapidated dwellings have 
been boarded up and abandoned in each of the post- 
war years. Thus, the replacement demand for the 
past several years has been about 100,000 units 
annually. 

If incomes remain high and the demand for newer 
and better housing continues, more than 100,000 units 
annually may be abandoned in the Fifties. Large-scale 
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slum clearance programs could increase demolitions 
considerably. But the fact still remains that it is 
often cheaper or more convenient to refurbish and 
repair than to rebuild. So the replacement market 
might not go very much above 100,000 in the near 
future. 


SOME DEMAND ELEMENTS 


The demand figures certainly suggest some decline 
in recent building levels. But the decline is not 
likely to be precipitous. First, household formation 
is still abnormal. The actual rate of increase, judging 
from recent marriage rates, may stay above a million 
for the next year or two. Also, there may be more 
undoubling than the current backlog suggests. 

Further, the increase in the vacancy reserve is not 
likely to be a constant increment each year. During 
1950 the number of vacancies may have increased as 


Outlays on Additions and Alterations 
to Existing Homes,! 1920-1951 


Percent of outlays on total residential construction 
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1Nonfarm only aBased on 5-month total 


Source: Department of Commerce 


much as a half million and more and there may be 
continued large increases in the next year or two, 
perhaps over 200,000 each year. Past experience 
shows that construction for the vacancy inventory 
does not stop when a normal level is attained. Some 
additional buildup usually occurs. 

All this suggests the possibility of a tapering (rather 
than a sharp fall) in demand for dwelling units from 
the current rate of 1.6 million annually to about 
1 million four to five years hence. 


MAKING DWELLING UNITS 


Even should dwelling unit demand fall as much as 
40% from current levels several years hence, the 
demand for newly built homes may not fall that 
much. This is because about a third of recent new 


dwellings have been supplied by converting existing 


structures to provide more accommodations and by 
setting up makeshift quarters. When icomes are 
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low, conversions offer a cheap source of housing.! 
Conversions are also important when demand for 
housing outstrips supply and makeshifts are in order. 
When the demand for housing is strong and the 
supply of building materials and labor is adequate, 
conversions become a less important factor. 


Somewhat more than a third of dwelling unit ad- 
ditions during the depressed Thirties were accounted 
for by conversions. Judging from dollar outlays on 
additions and alterations in relation to new home 
building, the ratio at the bottom of the depression 
was much higher than the average for the decade.” 
(See chart.) After the war when the supply of hous- 
ing was very tight, nearly half the additions to the 
supply came from conversions and temporary expedi- 
ents. The percentage fell off through the postwar 
period as the housing situation began to ease. By 
1949, only about one third of new dwellings came 
from conversions. Later data are not available, but 
outlay figures indicate perhaps only a fourth of new 
dwellings resulted from conversions in 1950 and the 
first half of 1951, when demand was high and the 
supply situation better.* 


If incomes remain high, new home building might 
continue to account for as large a part of dwelling 
unit additions as in recent months; 7.e., about three 
fourths of the total, or substantially more than dur- 
ing the earlier postwar period. 


1Conversion of a single-family home into two separate apartments is 
an example. Makeshift accommodations such as the use of military 
barracks for homes after the war are considered as conversions in 
this discussion. 

?Since an outlay for additions to existing structures adds more 
dwelling units than an equivalent outlay for new construction, the 
ratio of the number of converted units to the total new units will 
tend to be higher than the equivalent ratio in dollar outlays. 

3During the years 1924-1926, when the economic conditions in 
housing were not very different from those of the last year and a half, 
the ratio of outlays on additions and alterations to total housing 
outlays was even less than in 1950-1951. 


Supply and Demand for Housing, 1930-1950 


Millions of dwelling units, annual rate 


Supply of new dwelling 
units from: 
New construction..... 
Conversions and tem- 
porary dwellings..... 
MGtaleeeeie.'. seceeae 
Used for: 
Replacement......... 
Vacancy reserve...... 
Occupancy by: 
New married couples! 
Married couples pre- 
viously doubled-up. 
1-person families..... 
Other families....... 
1Living together 
Source: Tur ConrrrEence Boarp 
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Another factor which may keep new construction 
ahead of conversions and other additions is the con- 
tinued increase in homeownership. All the increase in 
occupied dwelling units between 1940 and 1950 has 
been in the form of owned homes (see chart spread) . 
The number of tenant-occupied dwelling units has 
not changed much. The trend toward homeowner- 
ship has been pronounced for decades except for the 
depression years. Recently the trend has been spur- 
red by the shift of urban populations to suburban 
areas. 

Census data indicate that the increase in owner 
occupancy is almost all in single-family structures. 
About 6 million one-family homes were built during 
the period 1940-1950. Somewhat over a million of 
these types of homes (both new and old) were con- 
verted into multifamily dwellings or were demolished 
or destroyed. This left a net increase of 4.7 million 
one-family structures standing between 1940 and 
1950. About 0.8 million were added to the vacancy 
reserve,! and the remaining 3.9 million were occupied 
by homeowners. In addition, homeownership of one- 
family dwellings increased 2.4 million owing to the 
purchase, for owner occupancy, of homes which were 
being rented in 1940. 

The supply of rental dwellings lost by this shift 
to owner occupancy was made up partly (perhaps a 
fourth) by construction of new multifamily dwell- 
ings, but mostly by increased rental accommodations 
from conversions of existing structures. If the trend 
toward homeownership continues, the process of 
shifting tenant-occupied one-family dwellings to 
owner occupancy may not be able to continue. The 

10r abandoned. 


How Home Building Is Financed 
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reason is simple. The supply of tenant-occupied 
single-family units is limited. In 1950, some 7 million 
such units were reported. Certainly a very large 
fraction of these will never be bought for owner occu- 
pancy for one reason or another. Many of these 
houses are held for investment, the monthly rentals 
being an important source of income to the landlord. 
Other houses are located in areas where prospective 
homeowners do not buy older houses. But, in gen- 
eral, the prosperous conditions of recent years suggest 
that few of the salable units did not change status for 
lack of a buyer. 

As the stock of these rental homes becomes de- 
pleted, a greater burden may be placed on new home | 
building to fill the gap in the demand for owner- 
occupied homes. 


SOME CONCLUSIONS 


If new construction furnishes about three fourths 
of new dwelling unit needs and the rate of require- 
ments tapers off from the current 1.6 million to a level 
of, say, 1 million by 1955, the number of newly built 
homes could fall from 1.2 million now to a level of 
750,000 in 1955. Or, in terms of nonfarm construction, 
from 1 million units now to about 600,000 to 650,000 
in 1955. Such a trend would imply an average of 
800,000 nonfarm houses annually during the next 
several years—as much building as was put up in 
the years 1946-1948. 

Then again, the assumptions with which demand 
in the middle Fifties was estimated in 1951 may be 
found four or five years hence to be as wrong as those 
made in 1946. In the event of war, of course, allowed 
construction would probably be less. On the other 
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hand, a sharp increase in replacement demand not 
now envisioned could push construction above fore- 
seeable levels. 


IT TAKES MONEY 


Changes in credit terms are also important to the 

construction picture.’ Experience with FHA and VA 
insured mortgage financing has provided an indica- 
tion of the extent to which alternate credit terms 
tend to affect the demand for housing. 
Home demand under so-called conventional financ- 
ing terms—5% to 6% twenty-year mortgages, requir- 
ing a fourth to a third downpayment—has evidently 
been fairly stable in recent years. There has been an 
upward movement in homes financed by conventional 
means (see chart), but the changes have been small 
compared with other types of financing. 

Through the postwar period, continued easing of 
credit terms for FHA and VA backed housing has 
been instrumental in the upsurge in building, espe- 
cially in 1949 and 1950. This would seem to suggest 

1See “Money Builds Houses,”’ The Business Record, July, 1951. 
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that mortgage credit tightening imposed by the Fed- 
eral Reserve in October, 1950 (Regulation X) could 
alter the normal patterns of supply and demand for 
housing.1 

Doubtless, stiff terms have and will divert many 
many prospective homeowners into rental markets 
where conversions, rather than new buildings, pre- 
dominate. But unless Regulation X is further tight- 
ened, the existing curbs should not alter to any 
marked extent the supply-demand prospects already 
outlined. So, too, an ending of credit controls may 
not set off a run of speculative building such as was 
experienced in many areas of the country last year. 
The cream of housing demand—the backlog—may 
be giving way to the more stable year-to-year incre- 
ment based on normal family formation. 


ALAN GREENSPAN 
Division of Business Economics 


1It should not be inferred, however, that new nonfarm construction 
would not have been as great without FHA and VA loans. But cer- 
tainly many of the homes which were financed under government 
auspices would have been built under conventional financing. 


PRICES, EMPLOYMENT AND WOMEN WORKERS 


ONSUMERS’ prices in fifty-four cities rose 
slightly in May to chalk up a new high, accord- 
ing to THe ConrEeRENCE Boarp’s index. With Janu- 
ary, 1939, as par, the mid-May index was 175.0. 
Despite the establishment of a historical high, there 
has been little change in the index since February. 
The Board’s series has fluctuated within a range of 
less than two index points during this period. Since 
January, 1950—the base date for wage and salary 
stabilization consideration—prices have increased a 
little more than 9%. 
Mostly responsible for the April-to-May rise were 
higher food prices. Poultry, butter and eggs, and 
most fresh vegetables were marked up by grocers, 
reversing the trend of the two previous months. The 
prospect of plentiful supplies in the months ahead 
would, however, seem to preclude any sharp rise in 
the immediate future. A partial offset to higher 
prices for food, rent, men’s clothing, housefurnishings 
-and sundries was the decrease in fuel and women’s 
clothing. The decline in fuel followed normal seasonal 
patterns for this time of year. 


OTHER FACTORS THAN FOOD 


A look over the shoulder reveals that contrary to 
popular belief, food was not the chief villian in the 
price rise since January, 1950. All the other items in 
the index except sundries went up more. On the 
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other hand, the importance of food in the family 
budget means that a relatively small rise in food 
prices may take more dollars out of consumers’ 
pockets than a larger percentage price advance in 
some other item. 


THE WOMAN-POWER RESERVE 


Employment of civilians was higher in June, but 
there was a smaller-than-seasonal rise above May 
levels. Further cutbacks in regular peacetime pro- 
duction was an underlying factor. The labor force 
also failed to expand in the normal way when a num- 
ber of teachers withdrew without renewing their con- 
tracts for the next school year. Despite the small 
rise im nonagricultural employment, the figure of 
53,768,000 employed was a million and a third higher 
than the same month of 1950. Farm employment 
expanded by a half million in June but was still more 
than a million below the comparable year-earlier 
month. The rise in June was less than normal, with 
farm jobs numbering less than in many years. Un- 
employment rose in June and, at 1,980,000, compared 
with the year-earlier figure of about 3 million. 

Women hold the key to the success or failure 
of the defense production program. The 38-million 
women of working age not now in the labor force are 
the most bountiful source of defense workers. Most 
of these women. (33 million) are keeping house. About 
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4 million are in school; another million are unable to 
work. Of the 38 million who are fourteen years and 
over, 5.5 million are sixty-five or older. 

To appraise the present potential of the “women’s 
reserve,” a backward look to World War If is re- 
vealing. From March, 1940, to July, 1944, about 6.5 
million women were added to the labor force. There 
were 20.5 million women workers in the peak month 
of World War II—July, 1944. They represented well 
over one third of all civilian workers. Many of the 
women who entered the work force remained in in- 
dustry after the war, with the result that today 
women make up 30% of all workers as against 25% 
just prior to World War II. Of those women who 
continued working after World War II, there were 
more older ones, on the average, who kept punching 
time clocks. Women forty-five years of age or more 
constitute 31% of the present female labor force. Also, 
married women now outnumber single women, in con- 
trast to 1940. Over one fourth of the civilian women 
workers have children under eighteen. 

The increase in the number of women workers 
during World War II was concentrated in three 
occupational groupings, namely, clerical, unskilled and 
semiskilled factory workers, and farm workers. Only 
two occupational groups lost out during this war 
period: they were professional and technical workers 
and domestic service. Within industry, noteworthy 
expansion took place in the durable goods manufac- 
tures. There was spectacular growth in this group— 
from 8% in 1940 to 25% in 1944 (or from less than one 
out of ten to one out of every four production work- 
ers) . 

Assuming a continuation of the present emergency, 


Consumers’ Price Index for 


we may expect to see the World War I peak of 20.5 
million women in the labor force surpassed. There 
are now approximately 19 million women in the 
labor force, exactly one third of the fourteen-years- 
and-older group. Fifty years ago there were only a 
little over 6 million women workers. 


EMPLOYMENT AND HOURS 


Cutbacks in production of automobiles and other 
consumer goods were being balanced by expansion 
of defense production. Actually, factory. employment 
of 15.8 million was off slightly from mid-April to 
mid-May. Seasonal contraction in apparel, textile 
and leather products industries accounted for much 
of this, but also automobile plants, television factories 
and other factories turning out consumer durables 
slowed down somewhat, with materials shortages un- 
derlying the reduction. 

At the same time there has been some shrinkage 
in sales at retail so that some of this contraction re- 
flects the slowdown in retail demand. Nonetheless, 
machinery and aircraft industries are beginning to 
show moderate gains and, along with other indus- 
tries involved in the defense program, are absorbing 
whatever slack may exist in manpower. 

Thanks mainly to gains in contract construction, 
government employment, service, and finance, the 
over-all total for nonagricultural establishments reg- 
istered small gains from April and stood at 46.1 mil- 
lion in May against 46.0 in April, and 43.3 for May 
of last year. 

The impact of the change-over to defense produc- 
tion, plus some decrease in consumer demand, was evi- 
dent in the May statistics on hours and earnings. The 


Fifty-four Cities, and Purchasing Value of the Dollar 


Index Numbers, January, 1939=100 


Weighted 


Clothing 


Fuel? 


H Purchasi 

Date biter of} Food Housing! furnish: Sundries Valus-af 

All Items Total Men’s Women’s Total Electricity Gas pe the Dollar 
1950. May eit ceo eee 161.1 | 204.5 115.4 142.5 155.6 131.4 128.8 90.5 102.3 148.1 156.3 62.1 
PUNE Wala. b oer loeterane 162.2 | 207.8 115.3 143.0 157.0 131.1 128.5 90.3 102.3 148.3 156.5 61.7 
A A tia ciel aa 164.6 | 213.54 115.8 143 .2 157.4 131.2 129.0 90.4 101.5 148.9 157.7 60.8 
Atigustiedeae on oceans 165.2 | 213.5 115.9 143.9 158.0 132.0 130.4 90.4 101.4 153.4 158.4 60.5 
September.......... 166.1 | 214.66 116.0 146.3 159.7 135.0 13i-2 90.4 101.4 156.3 159.0 60.2 
October's. ise 3s 14 166.3 | 213.5c 116.3 147.4 161.4 135.6 132.0 90.4 101.4 160.4 159.4 60.1 
November.......... 167.2 | 214.8 116.4 148.9 163.3 136.7 182.3 90.4 101.2 163.3 160.1 59.8 
December........... 170.1 | 221.5d 116.9 150.4 165.4 18737 132.4 90.4 101.2 165.9 161.4 58.8 
Annual average......| 163.4 | 208.8 115.6 144.7 158.4 133.2 130.5 90.4 101.8 153.0 157.6 61.2 
1951 January.,.......... 172.2 | 225.9 nM efi 152.7 169.1 138.9 132.6 90.4 101.1 169.5 162.0 58.1 
ebruary) cn ee 174.6 | 231.2r 117.6 154.5 171.2 140.3 134.77r 90.97} 101.07) 172.2 162.5r 57.3 
March eraaerstc ata yen oa 173 .9r| 228.9r 117.8 154.6 L712 140.57) 1384.7 90.9r) 101.0r| 172.8 162.7 57.5 
Apri os... cote 174.3 | 228.6er| 119.2 154.97) 171.6r) 140.87) 134.7r 90.97} 101.17) 173.1 163.2 57.4 
Maye et oe eee 175:0 | 230.8 119.4 154.9 171.9 140.5 132.9 91.1 101.4 173.2 163.4 57.1 

Percentage Changes 
April, 1951 to May, 1951..) +0.4 | +1.0 +0.2 0 +0.2 (22 Sail) +0.2 +0.3 +0.1 0.1 
May, 1950 to May, 1951...} +8.6 | +12.9 | +3.5 +8.7 | +10.5 +6.9 | +3 .2 +0.7 -0.9 | +16.9 ah ae 
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aBased on food prices for July 13, 1950, 


dBased on food prices for December 14, 1950. 
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Our Reserve of Women Workers 
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average work week was off by almost a half hour 
from mid-April to mid-May. At 40.6 hours per week, 
the work week was around the same length as just 
before the start of war in Korea. The reduction was 
most noticeable in consumer durable goods, where 
shortages of strategic metals and a shrinkage in de- 
mand combined to slow down plant operations. The 
defense group, including machinery, aircraft, ord- 
nance, and instruments, continued working overtime, 
as defense contracts began to show up in the statistics. 


EARNINGS OFF 


Earnings of factory production workers fell off cor- 
respondingly. The May average weekly earnings of 
$64.35 compare with $64.74 in April and $57.54 in 
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May, 1950. Average hourly earnings of $1.585 were 
up slightly from the April figure of $1.579, and sub- 
stantially higher than the May, 1950, average of 
$1.442. The gain in average hourly earnings reflected 
general advances in wage rates contracted for before 
the January 25, 1951, wage freeze. 

Data for individual industries fill out the picture. 
For example, the longest work weeks were reported in 
ordnance, machinery, and paper and allied products. 
The shorter work weeks were found in apparel, textile 
mill products, tobacco manufactures, and leather and 
leather products. , 


Paut W. Dickson 
Statistical Division 


BUSINESS BOOK SHELF 


International Non-Governmental Organizations — A 
pioneer study of private, nonprofit international groups. 
The major portion of the book deals with descriptions of 
individual organizations, taking into account their purposes, 
methods and accomplishments. National organizations 
operating abroad are omitted. Lyman C. White, Rutgers 
University Press, New Brunswick, New Jersey, 1951. $5. 


The Corporation Income Tax—A comprehensive analysis 
of the corporation income tax, including its effect on prices, 
wages, on the distribution of mcome and wealth, on ‘savings 
and consumption, and on investment, employment and 
national income. Richard Goode, John Wiley & Sons, Inc., 
New York, 1951. $8. 


The Businessman’s Book of Quotations—A book de- 
signed to help the businessman understand, explain and 
defend the system in which he plays such a vital part. 
Ralph L. Woods, McGraw-Hill Book Company, Inc., New 
York, 1951. $4. 


Economic Resources and Policies of the South—A study 
of the South, starting with its economic and physical re- 
sources and proceeding to a consideration of policies needed 
for the development of the area. Calvin B. Hoover and 
B. U. Ratchford. The Macmillan Company, New York, 
1951. $5.50. 


Direct Placement of Corporate Securities—Examines the 
nature and the reasons for the growing importance of direct 
financing. E. Raymond Corey, Graduate School of Business 
Administration, Harvard University, Boston, 1951. $3.50. 


Effects of Taxation: Corporate Mergers—Since 1940, 
taxes have been a major reason for merging for about two 
fifths of the selling companies with assets of $15 million to 
$50 million; for between one fourth and one third of the sell- 
ing companies in the $5 million—$15 million asset class; for 
a little over one fifth of the companies in the $1 million—$5 
million class; and only rarely for the sale of companies 
with assets under $1 million. J. Keith Butters, John Lintner, 
William L. Cary, Graduate School of Business Administration, 
Harvard University, Boston, 1951. $4.25. 


WORKING CAPITAL—TIGHT BUT ADEQUATE 


than two thirds of the 161 manufacturing 

companies cooperating in this month’s survey 
of business practices. And should the need for addi- 
tional sums arise, hardly any of these companies 
expect difficulties in borrowing from banks. 

Some firms, representing almost all industries, have 
already borrowed or expect to borrow soon. The need 
for cash is generally occasioned by a rise in both ac- 
counts receivable and inventories during the past 
year. Capital expansion and greater reserves for 
taxes have also contributed to the drain on cash. 

In some cases, the drop in the ratio of cash and 
cash equivalents to current liabilities has been sig- 
nificant. An air-conditioning executive writes: “When 
we first completed a thorough study of our year-end 
financial report, we were shocked to discover how seri- 
ous had been the impairment in our liquid position as 
a result of (1) a sharp rise in inventories; (2) a some- 
what smaller but substantial increase in accounts re- 
ceivable; (3) a drastic reduction in cash balance; and 
of course (4) a very large rise in our accrued income- 
tax liability.” 


HIGHER INVENTORIES JUSTIFIED 


However, higher receivables and inventories are be- 
lieved justified in almost every case by an increase 
in the volume of sales, doubled or more than doubled 
in a number of instances. 

Most manufacturers report they are carefully 
watching their higher inventories but do not consider 
the situation unfavorable so long as their inventory- 
sales ratio remains good. In some cases, the “turn- 
over rate has remained the same in spite of a very large 
increase in inventory.” Nevertheless, some cooper- 
ators have already taken precautionary measures and 
have reduced inventories. 

Although a part of inventory increases was at- 
tributed to higher costs of raw materials and finished 
goods, in a few cases an intentional building of in- 
ventory against future materials shortages and pro- 
duction cutbacks was reported. Such high levels of 
inventory were called “anticipatory” by one manufac- 
turer who believes civilian production will be curtailed 
by military orders and that a large inventory will 
eventually “prove a blessing.” 

Accounts receivable have risen during the past year 
partly because of increased sales volume and partly 
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because of the willingness of cooperating manufac- 
turers to extend greater credit. There were some re- 
ported cases of collection slowdowns. For example, 
one company says its average collection time has in- 
creased from thirty-five days to forty-two days in 
the past year. 


CHANGES IN INDUSTRY 


There was no uniform pattern of changes in cash, 
receivables, and inventory positions within the various 
industries, but there were marked differences from 
industry to industry. Some industries—electrical ap- 
pliances and hardware, for instance—are plagued by 
shortages of critical raw materials such as copper and 
zinc. This has reduced their inventories of these items 
and, consequently, raised their cash position. Others, 
such as the textile industry, have experienced a piling 
up of inventory owing to a lag in consumer purchas- 
ing and a consequent drain on cash. 

Cooperating manufacturers stated they would util- 
ize short-term bank loans for most of their borrowings 
if cash is needed. They expect no difficulties. 

But some executives believe the current working 
capital pinch is not a temporary problem. These ex- 
ecutives are looking to long-term funded debt and 
equity capital for more permanent relief. However, 
they expect difficulties in finding adequate equity 
capital because of taxes and other factors that have 
reduced the allure of capital investment. 


INDUSTRY SUMMARIES 


Following are brief summaries of the working capi- 
tal position of some of the industries covered by this 
month’s survey. They represent a synthesis of the 
practices and opinions of the 161 cooperating manu- 
facturing companies and may not be typical of the 
trends for each industry or for industry as a whole. 


Air-conditioning Equipment 


All four air-conditioning cooperators in this month’s sur- 
vey of business practices report decreases in their cash and 
cash-equivalent balance expressed as a percentage of current 
liabilities over the past year: 


1950 1951 
Company “) % 
AD dees ache Cae eae eee 301 171 
Bigaede Get ait eee Re ee 208 98 
Clas SES yin eee 37.5 33.3 
D 


serious drop 


shejele 4) e).0 oie ey0 0 fee one. e (ee fecte elke! sub sjinye! sais eiiiiotnt o:e) 


BUSINESS RECORD 


. 


Significant changes have occurred during the year in the 
cash, receivables, and inventory levels. None of the execu- 
tives reported his company’s position as unfavorable in any 
of these items, however. 

All companies have experienced decreases in cash, accom- 
panied by increases in receivables and inventories, compared 
with last year. In one firm, for example, receivables have 
jumped 79% above the previous year while inventories have 
risen 34%. 

The industry-wide increases in receivables and inventory 
were generally laid to “expanding business and higher prices 


_for materials and finished products.” 


The president of one company is not concerned about a 
sharp drop in his cash and equivalent balance over the past 
year: “We are carrying very heavy inventories. These will 
be liquidated to some extent as the season advances.” He 
added that he is “inclined to favor substantial inventories 
of both materials and finished products because costs of 
production will continue to rise, and there is every prospect 
that everything will be more difficult to obtain throughout 
the remainder of the year and perhaps longer.” 

Another executive similarly states that while his company 
is paying careful attention to its inventory picture, a high 
inventory will “prove a blessing and will be worked off as 
the year progresses when increased military production cur- 
tails civilian production.” 

The same executive feels that the Federal Reserve has 
adopted a policy “which may restrict inventory loans more 
and more. We know,” he continues, “that the ability of 
our dealers to finance inventories has been restricted and 
this has forced us to carry more than a normal amount of 
receivables or else restrict the flow of goods.” 

A reduction of inventories and receivables is already in 
progress in two firms. Reducing receivables is the greatest 
problem, according to one treasurer, because of high sales 
levels. But his firm is reducing inventory “wherever stocks 
are found to be excessive.” 

Except for one firm which is already using short-term 
capital to carry a greatly increased inventory and which 
expects to borrow more in the fall of the year, none of the 
reporting air-conditioning cooperators needs more working 
capital. Should the need arise, however, they feel loans may 
be arranged at their banks without difficulties. 


Automobiles and Automotive Equipment 


Three of the five cooperating automobile and automotive 
equipment companies show a decrease in the ratio of cash 
and cash equivalents to current liabilities during the past 
year, but only one of these decreases is large: 115% in 1950 
compared with 80% today. A year-end forecast drops it 
further to 75%. The other two firms report “about the 
same” and “up 5%,” respectively, compared with last year. 

The manufacturer who reported a 5% increase in cash 
relative to current liabilities has actually had a 20% increase 
in his cash items over last year, accompanied by a small 


drop in inventories. Good earnings, the president said, also’ 


account for the better cash position. 

Two other firms reported no significant changes in the 
ratios between cash, receivables, and inventory over the past 
year, but the remaining two said their inventories have in- 
creased. The marketing of a new product line accounted 
for the inventory increase of one of these companies. Re- 
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ceivables also rose because terms had to be extended to 
customers to aid them in financing the new product. 

In general, the working-capital position of all five firms 
was considered adequate for current and anticipated needs. 
One firm borrowed earlier this year to meet needs created 
by a 50% increase in sales and for heavy capital expendi- 
tures brought on by government contracts. The president 
of this company expects no trouble if he should have to 
borrow further, but notes that “the interest rate has gone 
up a bit.” 

A second company believes it may resort to small borrow- 
ing in the fall, normally its “big season,” but adds that such 
borrowing has been usual for the business. And a large 
equipment manufacturer says his firm normally uses bank 
credit for working-capital needs and that there is: a close 
interrelationship between the cash balance and amount of 
borrowing at any given time. 

This firm’s higher level of operations has made it desirable 
to seek a more permanent form of working capital. Accord- 
ingly, it recently sold an issue of debentures and issued ad- 
ditional equity capital. Since even this financing is not 
expected to fully meet anticipated requirements of the next 
few years, the company has also established a large “V-loan” 
credit with a group of banks. The only difficulty encoun- 
tered was the “impact of the upward revision in interest 
rates which followed the government bond policy of several 
months ago.” 


Electrical Appliances and Supplies 


Following is a tabulation of the 1950-1951 cash and cash- 
equivalent balances of the seven cooperators in the elec- 
trical appliances and supplies industry expressed as a per- 
centage of current liabilities: 


1950 1951 
Company % % 
AW Meee ST ASHES na SS Ants A abstain ip 509% less 
Bee cae oer ee ee 236 111 
(Oa iyntey cre tn ie Laur My ee aS AS 4 ee 205 117 
Deh Ae ie nae aoe taint heme cere 176 140 
Bese Rete are eae entoke ts ce eat Seekers 40% less 
| Pe RNR EDT Sere se urtcre,: SPT) peace BAER RR rr as favorable 
CREE oe ee OEE AC urine Ara ean 81 113 


Three of the companies (A, B, C) listed actual decreases 
in cash during the year: 85%, 38%, and “considerably,” 
respectively. The cash of two others (D, G) has increased 
some over a year ago. The two remaining firms reported no 
change. 

Receivables rose for all firms, the greatest percentage 
increases being 88% and 44% for companies A and B, re- 
spectively. Inventories increased in four firms but showed 
a drop in two (E and G). 

While firm A reported the greatest increase in inventory 
(117%), the president of that company said the increase 
was “justified by conditions.” Other executives in the in- 
dustry agree with him. “Our raw materials inventory is 
higher than a year ago,” states a second cooperator, “mainly 
because of anticipated higher production schedules.” 

The treasurer of another appliance firm says production 
schedules are being maintained “in the face of what we hope 
is a temporary lull in the appliance market, because any 
cutback would mean that much less production in the near 
future due to government control of materials.” 

Shortage of critical raw materials, particularly copper 
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and zinc, accounted for the inventory drop of two firms. 
“It is impossible to correct our inventory situation at this 
time,” comments the president of one of these firms. 

Big increases in sales have created the present receivables 
situation. But cooperating companies don’t seem alarmed. 
In fact, a firm which has doubled sales in the past year and 
another with “greatly expanded” sales have changed com- 
pany policy to “allow longer terms on initial spring busi- 
ness.” 

One appliance executive, speaking of large inventories 
and accounts receivable, says “no corrective action has yet 
been taken, but obviously the situation is being carefully 
watched.” 

All seven cooperating companies report adequate working 
capital. Two companies engaged in defense contracting, 
however, foresee possible future borrowing for capital ad- 
ditions, or working capital if “there is an unexpected delay 
in recovering funds expended for our government accounts.” 
Others expect their working capital position to improve as 
the year progresses, mainly through liquidation of inven- 
tories and receivables. Should they find need of additional 
working capital, none of the cooperators expects any diffi- 
culty in arranging bank loans. 


Electrical Machinery 


Some of the sharpest drops in the ratios of cash and 
cash-equivalent items to current liabilities were reported 
by the three cooperators in the electrical machinery industry. 
The figures reported for two of the companies are: 1950 to 
1951, 210% to 114%, and 270% to 94%. 

All firms had substantial changes in their cash, receivables, 
and inventory positions over the past year. Cash is down. 
Receivables and inventory are up. The reason: a very large 
increase in sales, about double last year’s. 

Conversion of receivables into cash has slowed in one 

' firm because of a general lengthening of the collection period 
from thirty-five to forty-two days. “This is not due to 
poor credit accounts,” the president explains, “but to the 
fact that some of the largest and strongest organizations in 
the United States are taking longer to pay their bills than 
they were taking a year ago.” 

One firm finds a part of its working-capital pinch caused 
by larger income-tax accruals coupled with accelerated pay- 
ment dates. 

But despite these changes in current assets ratios, coop- 
erators do not believe their position is unfavorable. “Not 
in view of present and anticipated sales levels,” says the 
controller of one firm. 

‘Working capital is sufficient at present in all firms. Two, 
however, face the possibility of borrowing for capital ex- 
pansion to meet defense requirements. 


Foundries 


Two of the four foundries cooperating in this month’s 

‘survey reported no significant change in their cash-to- 
 current-liability position since last year, but the other two 
listed changes of from 168% to 98.7% and 190% to 60%. 
High levels of sales accounted for most of this. 


While one firm states it has experienced no significant 


change in cash, receivables, and inventory, three have had 
changes over the past year. Cash has dropped and receiv- 
ables and inventories have increased sharply in each case. 


One firm reports receivables up 66% and inventory up 
182% from 1950 owing to a higher sales volume. The presi- 
dent, in reporting these figures, stated that the changes are 
in line with present operating conditions and says “no cor- 
rective steps are being taken.” He also notes that an 11% 
increase in his fixed assets in the past year contributed some 
to his company’s lower cash position. 

Only one foundry executive reported having to borrow 
additional working capital because the company’s cash 
position has “suffered to some extent from the increase in 
receivables and inventory.” The company has not had nor 
does it anticipate any difficulty in borrowing. 

The controller of one of the cooperating firms writes: “The 
history of our production is one of peaks and valleys, and 
we, of necessity, retain a high ratio of liquid assets.” But, 
although the cash and equivalent of his firm has fallen in 
the past year from 168% to 98.7% of current liabilities, he 
states: “We have not experienced the need of borrowing 
nor do we anticipate such a need in the foreseeable future.” 


Hardware 


Of five hardware producers, one reports both his cash to 
current liabilities and his ratios between cash, receivables and 
inventory as “about the same” as a year ago. The other 
four firms, however, present an opposing picture, with two 
showing big increases and two large decreases in their cash 
to current liabilities position. But the explanations offered 
make the industry picture somewhat clearer. Both the firms 
with sharp rises in cash have experienced inventory decreases 
caused mostly by raw material shortages. On the other 
hand, sizable business increases and corresponding increases 
in inventory pulled down the cash of the other two firms. 

Actual figures for the four firms show: increases in cash 
and cash-equivalent items expressed as a percentage of cur- 
rent liabilities of “twice 1950,” and 60% in 1950 to 100% 
in 1951. Decreases were listed as “below 1950,” and from 
285% to 170% over the year. 

The largest current assets ratio increase of any hardware 
producer was a 250% increase in accounts receivable. This 
was believed normal, however, in light of that company’s 
heavy sales. 

Neither company having lower inventories believes it 
can do much about it until raw materials are more available. 
The president of one company remarks: “We would like 
to have more inventory, but see no way of getting it unless 
there is a decline in general business activity. This,” he 
concludes, “we do not anticipate.” 

A high sales level, part of it governmental, accounts for 
the big inventory and receivables of two firms, but this is 
not considered unfavorable. 

Three hardware producers need, or will sbortly need, 
additional working capital. In addition to having to finance 
the inventories and receivables of a larger sales volume, 
accrued income-tax liabilities and heavy capital outlays have 
also contributed to a shortage of working capital. Execu- 
tives of these three firms do not expect any difficulties in 
arranging the necessary loans. 


Heating and Plumbing 


The six cooperating heating and plumbing companies re- 
port the following changes in their cash and cash equivalent 
to current liabilities during the past year: 
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1950 1951 
Company % % 
RRA Sane Ae as Shoe SN considerably lower 
PES ReY rer legs a 3 aks cos Ue 140 110 
CORSA Re Os Sigh DCE a a tence Nan 205 72 
1D SE AE AE 1 elie i nr Ng See decrease 
Bi nteresteee rete coe ic eh riage 55 62 
(but. expect decrease) 

erates EReorate ee ee 12 140 


Of the four firms reporting lower cash to current liabilities, 
three note higher inventories and receivables as compared 
with last year, while one finds “no change” in the ratio 
between cash, receivables, and inventory, stating that in- 
- creased income-tax liability was the cause of his cash de- 
cline. Two companies (E and F) have a cash increase for 
the year, one coming largely from a 20% decline in inven- 
tory. 

While all cooperators reporting changes in the compon- 
ents of current assets show increased receivables, the greatest 
increase occurred in the two firms (E and F) with higher 
cash. Percentagewise, receivables were up 90% and 60%. 
respectively, and the rises were cited as due to increases in 
business and selling prices. 

Income-tax liabilities, increased business, and raw material 
prices have been the prime factors responsible for the gen- 
erally lowered cash position in this industry. But as one 
steam-boiler manufacturer says: “We will be in a more 
favorable position later in the year on account of increased 
billings and liquidation of inventory.” 

Two executives told the Board they would need more 
working capital. Both have turned to their banks for ad- 
ditional funds to “swing our current volume of business.” 

And the treasurer of a brass-plumbing firm tells of the 
troubles of his company in trying to operate with lowered 
inventory because of materials scarcity. “We would like 
to have more materials in our inventory for operating effi- 
ciency reasons,” reports this executive, “and, further, be- 
cause of the fact we are on the LIFO method of inventory 
evaluation and we have eaten into our base stock. This 
base stock,” he concludes, “should be replaced before the 
end of the year for tax reasons.” 


Industrial Machinery—General 


Of ten operators in this industry, nine report a decrease 
in the ratio of their cash and cash-equivalent items to cur- 
rent liabilities. 


1950 1951 
Company ip lo 

I oe NR LO A oe a ne ae Oo ee down 

Eee Ts Me Weg tre etek re ie Shame nin: fate titra, 9 240 80 

Te Raa ie Ue Tenn Re otis Png 200 111 
Pee a raed. otiamet eres s aude hhavetatig as 52% less 
JOS et WERE ee See Pe ee irs Rac OI 925 130 

NE eee ee ie SPM CNM Sty Syste A Sip os cues 200 30 

Oe ED ee OE a ere star otras 351 174 

13 hy eNO el a eR en eee cone Ramee te toe 92 54 

Tips collet fi eee er CuBr 8 Se MIE ts Seer ota 77 20 

Ue Se Ae ae wie hee Re tise 200 200 (same) 


All but one company reported an increase in both their 
receivables and inventories. Company J reports no changes 
in either. 

Increased production and sales have been the cause of 
jumps of as much at 100% in inventories for Company F. 
“That’s where the money goes!” explains the treasurer. 
With respect to such inventory changes over the year, other 
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companies reported “very sharp increase,” “40%,” and 
“60%” in two companies. Receivables, also, have climbed 
as much as 45% to 50% above those of last year. 

Only three firms report inadequate working capital for 
their current volume of business. Capital outlays, increased 
taxes and higher costs for raw materials have all been factors 
causing the drain on cash of these companies. Two of the 
companies are now arranging long-term loans, one of which 
considers itself fortunate because it “put in a request sev- 
eral months ago” and understands that such long-term 
funds “are becoming more difficult to obtain.” 

The third firm is increasing working capital through the 
sale of stock. The president of this firm feels it important 
to “increase our equity base in view of the expansion of our 
business volume.” 


Industrial Machinery—Specialized 


A high level of sales and capital expenditures account for 
the generally lower working-capital position of firms in this 
industry. 

Of eight companies writing the Board, six report major 
declines from last year in their cash and cash-equivalent 
position as compared with current liabilities. However, one 
firm notes an increase during the year of from 112% to 
114%, accountable to a decline in receivables. The eighth 
manufacturer called his cash position “favorable,” with 
no significant changes in any of his current assets ratios. 

Every specialized industrial machinery producer reported 
higher inventories due to higher sales. And, for the same 
reason, all but one have higher receivables and lower cash. 
The figures of a farm machinery producer, for example, show 
a 73% decline in cash over the year and increases of 28% 
and 49%, respectively, in receivables and inventory. 

A second factor.marking decreases in the cash on hand of 
several specialized industrial machinery firms is the greater 
amounts being set aside for payment of higher tax rates and 
the accelerated schedule of tax payments. One treasurer 
who reported his company using tax reserve money for 
working capital notes that his firm will probably have to ~ 
borrow when the tax payments are due. 

Despite the widespread decline in cash reported by these 
companies, only two find short-term bank borrowings neces- 
sary at present or in the foreseeable future. Most firms 
expect their cash position to improve, largely through 
liquidation of receivables and inventory. 


Instruments and Controls 


Each of the three cooperators in the instruments and con- 
trols industry has a lower ratio of cash to current liabilities 
for this year compared with last. Higher inventories and 
receivables have caused the cash drain. 

From 120% of current liabilities in 1950 to 23% in 1951 
is the reported current cash and equivalent balance of one 
firm. Another. reports a “slight” decrease while the third 
notes a more significant decline. 

Decreases in cash were accompanied by large increases in 
receivables and inventory due to much higher sales. One 
company, for instance, has doubled accounts receivable 
while building an inventory 70% greater than last year’s. 
But, the president of this firm explains, “while we obviously 
cannot view such increases with complacency, we realize 
there is no alternative, what with the substantial expansion 
of our volume and increased shipments.” 
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Expansion for defense business, raising one company from 
a “reduced operations basis” to a high production level 
which still cannot keep up with orders, has required large 
capital outlays for all three cooperators. 

Two firms believe they will have to borrow to meet cur- 
rent and anticipated demands on their working capital. Both 
have used short-term loans and are considering long-term 
borrowing. One is already negotiating for a V-loan to “cor- 
respond current borrowings with such plant expansion as 
may be necessitated in connection with the defense pro- 


gram. 


Machine Tools 


Six of the eight machine-tool cooperators have experienced 
a decline in their cash to current liabilities ratio. 

High sales volume, much of it created by the defense pro- 
gram, and reserves for higher taxes account primarily for 
the decline, but capital expansion is also a factor according 
to executives writing the Board this month. 

The reported cash to current liabilities ratios for the ma- 
chine-tool industry are: 


1950 1951 
Company () % 
IPR eis: ce oer encoh shane Wie eee es 984 178 
IB PRED Ss, crete paneer s apahenes tialist aft 185 68 
Cte Ake ceo eae eae Matra she ce Met 210 125 
LD oeettevat isaac) a jencte tenenaiouene seus rasan ea 670 390 
1 DS este MEU EE pS a 09 ee SR Rem TS 748 142 
HAS Pals Ske Pann en irons eee Pe a ane eel slightly lower 
Goer S Nie eee ae: Macatee oat eine 93 121 
ees eu ac unretaateiats wny aia Sbene alt: (ets eveneabanteteyal o or up 


All eight companies note higher receivables this year as 
compared to last year and all but one report higher inven- 
tories. A lower inventory accounts for much of company 
G’s cash balance increase. 

“In normal times,” says one machine-tool treasurer, “the 
changes we have experienced would be very serious. How- 
ever, our backlog of civilian orders has increased greatly 
and the government is pressing us for greater output.” 
This executive noted the following changes: cash down 
58%, receivables up 184%, and inventory up 110%. “Nat- 
urally,” he continues, “we are watching the situation closely 
because in our industry a large inventory is a serious prob- 
lem.” He blames much of this on the long production cycle 
typical of the industry and concludes: “We are leveling off 
production in order to balance inventory and receivables and 
to improve our cash position.” 

A machine-tool distributor (H) classified the industry as 
being “depressed” in 1949 and said the high level of busi- 
ness since then has “considerably increased” the firm’s 
working capital. “However,” an executive of this company 
adds, “the amount of funds we have in notes receivable has 
increased materially. It is noticeable that more companies 
are financing purchases of machines on deferred-payment 
plans.” 

Half of the machine-tool cooperators report they have 
already borrowed for working-capital needs or that they 
expect to borrow in the near future. None reports having 
any difficulty doing so. 

The treasurer of one firm remarked of the industry’s 
current position: “After a period of low production, we are 
being asked to do the impossible without the help, price- 
wise, moneywise, and prioritywise, that was given the in- 


dustry prior to and during World War IJ.” He notes a 
“tremendous hazard for an industry of our type,” explain- 
ing that they “are filling the market with tools which can 
later be used for civilian production. We will handle within 
two or three years business that normally would be spread 
over six to seven years. This is being done at a time of 
extremely high normal and surtaxes, plus the excess-profits 
tax, and plus renegotiation.” 


Office Equipment 


Three office equipment manufacturers report that their 
cash to current liabilities ratio has increased in the past 
year. Two other office equipment producers reporting to 
the Board this month have had a decrease in this ratio. 

The figures for 1950 to 1951 are decreases of “37% less,” 
180% to 160%; and increases of 29% to 47%, “considerably 
higher,” and “up 18%,” respectively, for the five cooperators. 

The 37% decrease noted in one firm was attributed to a 
17% rise in receivables “apparently due to some slowing 
up in collections.” The cash balance decline of the other 
company was also accompanied by a rise in receivables. 
The inventory of both firms remained about the same over 
the year. 

The year-to-year ratio of cash, receivables and inventories 
of the three other companies reporting show the receivables 
of two remaining the same while inventories have decreased. 
However, the third company noted increases in both re- 
ceivables and inventories. 

Only. one office equipment executive reports that his 
company has inadequate working capital and expects to 
borrow. The reason given was increased tax liability and 
the need to finance higher receivables. But the prospect of 
some capital expansion to meet defense contracts needs may 
also force this and a second company to undertake long-term 
borrowing. As has been the case with almost all cooperators 
in this month’s survey, no difficulty has been experienced 
in arranging loans. 


Railroad Equipment 


Each of the three cooperating railroad equipment com- 
panies finds his cash to current liabilities ratio at a lower 
figure than on the corresponding date last year. The de- 
creases are “considerable,” “250% to 80%,” and “121% to 
41%.” 

Accompanying these cash decreases are a lower-than-last- 
year ratio for cash, and higher ratios for both receivables 
and inventories, relative to total current assets. Capital 
expansion and greatly increased sales account for these 
changes. 

Executives of cooperating firms, however, do not consider 
their position unfavorable. “In our opinion,” says the con- 
troller of one, “cash and cash equivalent will increase during 


the remainder of the year. This is predicated on the assump- 


tion that earnings and depreciation provided should exceed 
the total expended for dividends and fixed asset additions.” 
The same executive says his company intends to request an 
interest-free advance of funds on a cost-plus-fixed-fee con- 
tract now being negotiated with the government because the 
“size of the operation would otherwise place a strain on 
our working-capital position.” 

No borrowing is anticipated by any of the three railroad 
equipment firms replying to the Board’s survey. Cooperating 
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firms believe they will be able to finance new equipment 
with current capital and will not have to resort to outside 
credit. 


Steel 


Cooperators in the steel industry have had declines in 
their cash to current liabilities position of as much as 20% 
to 25% compared with the previous year. Of the seven 
firms reporting from this industry, six have a lower cash 
and equivalent balance, figured as a percentage of current 
liabilities. The reported figures were 1950 to 1951, 320% 
to 240%, 78% to 70%, “down 20%,” “down 15%,” and 
two noted “lower cash.” The seventh firm says its ratio 
is about the same as last year’s. 

Four cooperators report on their current- assets ratios 
for cash, receivables and inventories. All have higher re- 
ceivables, but only three have higher inventories. 

High sales in the steel industry account for some of the 
changes noted, but increased tax liabilities also play an im- 
portant part in the lowered cash position of cooperating 
companies. One firm says its working capital is up some 
20% over the previous year but because of a greatly in- 
creased tax liability, its cash has decreased from 3.2 to 2.4 
times current liabilities. However, the lower ratio, the treas- 
urer says, “is not unusual in periods of heavy volume.” 

Working capital of the seven steel producers is reported 
adequate. There is some belief, however, that the situation 
might worsen during the remainder of the year. “We believe 
our working capital is adequate for current needs,” the treas- 
urer of one firm says, “but it may be expected to decline 
if expansion continues and if the tax burden continues to 
increase.” 


Nonferrous Metals 


Serious shortages of copper and zinc have reduced the 
inventories of the five cooperators in the nonferrous metals 
industry. But, in spite of this “involuntary” inventory 
liquidation, two firms report decreases in cash and cash- 
equivalent items to current liabilities over the year. Figures 
for the latter two firms are 457% in 1950 to 285% at pres- 
ent, and 251% to 185%. The third and fourth companies 
report their ratios as “double 1950,” and from 40% to 100%. 
The fifth company reports its cash balance “as favorable” 
as last year’s. 

The two decreases in cash to current liabilities result from 
large reserves for tax liability. “The reduction in the favor- 
able percentage comparison of cash to liabilities,” reports 
the chairman of the board of one brass company, “is, to 
a large extent, occasioned by an increase of 750% in accrued 
taxes at the end of respective periods.” 

The latter firm also reports the greatest changes in cash, 
receivables and inventory over the past year, with increases 
of 162% and 22% and a decrease of 37% for those items, 
respectively. 

' Working capital in this industry is adequate for foresee- 
able needs. The main concern of cooperating executives 1s 
the availability of critically needed raw materials. 

“We are unprepared at this writing to say what corrective 
action can be taken with respect to decreases in inventory,” 
writes one executive. “The two most important items in 
our inventory are copper and zinc, and just what may be 
the opportunity for restoration of these items is not clear 


at this time.” 
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The comment of a brass company is: “Our present cash 
is about double what it was a year ago due to the fact that 
a year ago we were increasing our inventory. Now,” reports 
the treasurer, “due to many factors beyond our control, we 
are liquidating our inventory. As to the future, we expect 
to remain in the same position we are now, though a change 
in government restrictions may change the picture at any 
time.” 


Miscellaneous Metals 


Seven out of eight miscellaneous metals cooperators re- 
port a decline in their cash and cash-equivalent balance te 
current liabilities over the past year: 


1950 1951 

Company % % 
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The ratios between cash, receivables and inventory show 
one firm with a lowered cash and inventories accompanied 
by a 55% increase in accounts receivable over that time last 
year. Four cooperators also report lower cash but with in- 
creased inventories and receivables, while the remaining 
three companies have higher cash and receivables accom- 
panied by lower inventories. 

Prime responsibility for inventory decline is raw material 
shortages, both in nonferrous metals and in iron and steel, 
while a high sales levels has increased receivables and de- 
creased cash. Tax liabilities have also affected the cash po- 
sition of several miscellaneous metals manufacturers. 

The controller of one company sums up: “Raw material 
restrictions will automatically place limitations upon our 
sales and will cause inventory liquidation.” 

Two metal-working firms report need of further working 


_eapital. One company considers its short working capital 


as the “direct result of expanded activity.” The other manu- 
facturer, working with firm bids and a very long production 
cycle, sees “plenty of trouble ahead from frozen prices and 
advancing costs.” The latter also reports material shortages 
and a “very much unbalanced” inventory and has arranged 
for a short-term loan in an attempt to increase inventory 
and, consequently, production. 


Apparel 


Three cooperating apparel manufacturers report lower 
cash and cash equivalent as a percentage of current liabilities 
this year compared to last. This ratio has dropped by half 
for one and to a lesser degree for the other two companies. 

Inventory is greater than a year ago for all three coopera- 
tors. Receivables, too, have increased with expanding sales. 

Two apparel manufacturers ‘say they will need additional 
working capital and the third company does not .commit 
itself beyond “sufficient at present.” Both companies 
requiring additional funds expect to obtain such funds 
through their banks and anticipate no difficulties in doing so. 


Building Materials 


Working capital of building materials manufacturers is 
generally called adequate even though three of the six co- 
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operators report a decrease in their cash to current liabilities 
ratio during the past year. Two other companies, however, 
report increases over the year, and the last reports “the 
same, at 190% of current liabilities.” 

This industry’s reported figures show two declines over the 
year of 15%, and from 90% in 1950 to 65% at present. 
The latter company expects its ratio to drop to 50% by the 
year’s end. One cooperator’s ratio increased from'101% to 
126% currently, and the second company reports a “little 
better” cash position this year. 

Higher receivables and inventories and lower cash are 
common to four cooperators, while the remaining firms re- 
port no significant changes in these items during the past 
year. Increased sales, along with some capital improvements 
and expansion, account for the changes. None of the co- 
operating executives considered his company’s position with 
respect to any of these items as unfavorable. 

Only one building materials manufacturer will borrow 
to meet demands on his working capital and that not until 
later in the year. But, as the president of another firm 
points out, “the increasing amount of accrued taxes pay- 
able in 1952 will necessitate very careful planning of work- 
ing capital, particularly if sales volume declines in 1952. 
It undoubtedly will require short-term borrowing to meet 
the high payments on federal income and excess-profits taxes 
in March and June of that year.” 


Chemicals 


Eight out of ten chemical firms cooperating in this month’s 
survey report substantial declines in the past year in their 
cash and cash-equivalent items compared with current lia- 
bilities. One cooperator reports no change. The only firm 
having a greater cash to current liabilities ratio, a 20% 
increase in the year, notes: ‘““The main reason for this was 
the disposal of certain fixed assets and inventories for cash.” 
The reported ratios are: 
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The current situation with respect to cash, receivables and 
inventory is not looked at with alarm by cooperating execu- 
tives. “Accounts receivable have increased due to increased 
business, not because of slow payments by our customers, 
and inventories have increased owing to higher prices of raw 
materials,” says an executive of an electrochemical firm. A 
second executive supports this, saying “physical inventories 
are lower today than a year ago, but higher prices account 
for the increase.” 

The combination of higher sales, higher inventory prices, 
some capital expansion and greater tax reserves have all 
played their part in lowering the working capital of four 
chemical firms to where these firms now find it necessary to 
borrow. 

No difficulties in borrowing have been encountered nor 
are any anticipated by these firms. “We believe it is possible, 


currently, to borrow to meet seasonal and working-capital 
requirements,” says the board chairman of one firm. But 
he adds that “the rates and terms are indicated to be sub- 
stantially less favorable than during the latter part of last ~ 
year. 


Food 


Though partially attributed to a normal seasonal tight- 
ening of working capital, the food industry reports the 
poorest working-capital position of any industry cooperat- 
ing in the Board’s survey this month. 

Cash and cash equivalent to current liabilities of eleven 
of the twelve cooperating companies is lower than last 
year and nine companies report they have either borrowed 
already or will need to borrow soon. 

The reports of ten companies with lower cash show 
receivables and inventories up, The two other cooperators 
have had “no significant changes” in their ratios between 
cash, receivables and inventories. 

The present situation, however, is not considered un- 
favorable. Several companies say they expect the situation 
to improve somewhat because of anticipated liquidation of 
inventories throughout the remainder of the year. So 
far, one controller says, “no corrective action need be taken.” 
He and other food executives note that higher inventory 
valuations are “owing in large part to higher prices.” 

Most of the nine executives whose companies have bor- 
rowed to date or who expect to borrow in the future, say 
it is “usual seasonal borrowing.” Another firm, not now bor- 
rowing, writes: “It is a part of our normal seasonal cycle to 
use bank credit, and we are in the process of retiring previ- 
ously obtained credit during the current season and will be 
for the remainder of the year.” 

However, the working-capital shortage is not entirely 
seasonal for four cooperating companies. Three of these 
firms say they have or intend to use long-term financing. 
They report, however, that ordinary seasonal requirements 
are obtainable from their banks and the long-term borrow- 
ings through debentures are calculated to improve working 
capital on a more permanent basis. 

The chairman of the board of the fourth, a milling com- 
pany, states: “Supplementing working capital by current 
borrowings is a continual proposition with us. Our busi- 
ness increases faster that we can build up working capital.” 


Paper Products 


Although the six paper products manufacturers have all 
experienced a decline in their ratios of cash and cash- 
equivalent balance to current liabilities over the past year, 
only one reports needing additional working zapital. The 
need of the laiter arises from a 29% increase in inven- 
tories. 

Expressed as a percentage of current liabilities, the four 
declines reported to the Board were 324% in 1950 to 279% 
at present, 112.5% to 95%, 110% to 94%, and “3% less.” 

Year-to-year changes in the ratios between cash, receiv- 
ables and inventories were “not significant” in two firms, 
but three companies showed receivables increases of up to 
200%. However, except for the 29% increase noted for one 
cooperator, changes in inventory have been slight, with — 
two companies having a decline and two an increase in 
this item. Usual seasonal requirements account for the re- 
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ported inventory rises, but such rises are expected to be 
liquidated through sales later in the year. 

Changes in actual cash over the year have also been 

minor, two companies reporting decreases and two increases. 
Oddly, one of the firms reporting a cash increase is the 
only paper products firm needing additional working capital. 
But an executive of this company explains that “we do not 
have sufficient working capital at the present time nor for 
the remainder of the year because of an inventory buildup. 
We have borrowed, on a short-term basis, sufficient cash 
to carry us through the next six months until our inven- 
tory is turned into cash.” 
_ While most cooperating paper-products manufacturers 
have sufficient working capital, they also report some tight- 
ening in their cash position because of higher tax rates and 
accelerated payments. Says the president of one company: 
“A further strong dose of inflation would trouble us.” 


Petroleum Products 


Despite high taxes and capital expenditures, the work- 
ing capital of the five cooperating petroleum-products com- 
panies is adequate for current and anticipated needs. 

Two companies report that their cash and cash-equiva- 
lent ratio to current liabilities had declined 120% to 90%, 
and 100% to 95%, respectively, during the past year. Two 
cooperators report increases, one from 138% to 162% 
and the other simply “9.5% greater.” One cooperator re- 
ports no change in his ratio, and, “barring any serious 
changes in the present, over-all domestic and foreign situ- 
ation,” cooperators generally expect no further changes 
for the remainder of the year. 

Inventory and receivables have generally increased 
slightly during the year, but are expected to “return to 
previous figures as military demand for petroleum products 
levels off.” 

The degree of capital expenditures is the only foreseeable 
factor that may cause some petroleum products companies 
to borrow. Even a high level of expenditures is not cer- 
tain to drain working capital dangerously, however, for 
several cooperators report that “internal generation of 
capital is expected to cover capital expansion requirements.” 


Textiles 


With eleven companies reporting lower cash and cash 
equivalent to current liabilities since last year, the twelfth 
textile manufacturer cooperating in this survey says it is 
with a “good deal of surprise” that he finds his cash and 
cash-equivalent items considerably better than a year ago 
“on any basis of camparison with current liabilities.” 

Reported figures are: 
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The only increase in the cash ratio, experienced by a 
twine and cord company, was occasioned, an executive ex- 
plains, by its customers “buying and paying for goods 
much earlier than is usual.” The eleven other companies, 
however, revealed a consistent pattern of lower cash ratio 
than the previous year and higher receivables and inventory. 

Several factors account for the reported receivables and 
inventory increase. One textile executive states: “We have 
allowed extra dating on receivables. This extended dating 
was due to a poor market for our customers this spring. 
Our larger inventories also reflect their inability to buy 
their normal requirements. We expect our receivables to 
be paid off within the next three months.” 

Also, a large part of the inventories increase resulted from 
price increases in raw materials. Prices were called “ter- 
rific’” by one treasurer and were listed as being “100% 
to 200% above a year ago.” “The cost of raw wool,” re- 
ports another executive, “has completely upset the ratios 
between our cash, our receivables and our inventories.” 
The latter executive also believes the situation will be- 
come “less favorable during the summer and will improve 
during the fall, in accordance with the seasonal pattern in 
our business.” 

With his cash only half what it was a year ago, the 
president of one textile company points up his current 
situation by reporting he will probably liquidate one high- 
cost plant in order to get capital for new low-cost units. 

Five of the twelve textile cooperators will have to bor- 
row to meet working-capital requirements for the re- 
mainder of the year. 

Bank borrowing is expected to fill the needs of four of 
the firms, but the fifth, with its inventories reported as 
“too high,” will try to sell bonds. However, “it looks 
doubtful whether we will be able to do this,” says the 
president of this company. “Banks are limiting our loans,” 
he explains. 

The over-all problem of maintaining adequate working 
capital is discussed by the vice-president of another textile 
firm. “If permanent increases in working capital are needed 
—and we believe some companies and industries will be 
unable to avoid this—the proper source is equity capital,” 
says this executive. “But the shortage of such capital, the 
accumulation of which is discouraged by present tax and 
fiscal policies, will probably make recourse to borrowing 
necessary. The effect upon companies and industries which 
have to raise their working capital in this manner on a 
permanent basis must, of necessity, be adverse,” he 
concludes. 


Miscellaneous Nonmetals 


Three of six cooperating miscellaneous nonmetal manu- 
facturers will have to borrow to increase their working 
capital if capital outlays must be increased beyond cur- 
rent expectations. If this proves not the case, however, all 
cooperators will have adequate working capital. 

There has been a general decline in the ratio of cash 
and equivalent to current liabilities for five firms during 
the past year. 

The ratios between cash, receivables, and inventory this 
year compared to last year show slight changes. Generally, 
cash has decreased while receivables and inventories have 
risen. Collections are good, however, and higher receivables 
do not present a major problem at present. 


SELECTED BUSINESS INDICATORS 


(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) 
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$1,000,000,000: 
or $2,500,000,000 
or $5,000,000,000 


« $10,000,000,000 


How much can it be cut? Even though the largest part 
of the 1952 Budget is for defense, experts who have 
tackled the immense job of budget analysis say it can 
be pruned substantially without endangering national 
security. We can’t all be Budget experts but we can 
find out where we stand on this far-reaching question 
of public policy if we know: 


How the $71 billion is to be spent 

Where savings might be made 

What stands in the way of slashes 

How we can overcome these obstacles 

What we can do now to hold down future outlays 


A detailed study of the 1952 Federal Budget and how 
it might be cut was recently published in The Business 
Record. Reprints of this 23-page analysis of the recom- 
mendations of seven major Budget-cutting programs are 
now available. Ask for: 


“HOW TO STREAMLINE THE FEDERAL BUDGET” 


What Is 
Defense Doing 
To Our 
Economy? 


At no time in our recent history, 
declares Mr. Keyserling, have 
we been in such dire need of 
guideposts to action. For gird- 
ing for defense is no short-term 
emergency nor does it have the 
heroics of all-out war. Since 
we are in for the long pull, the 
big question is how to do it 
with the least dislocations? 


The Forum’‘s conclusions are contained in 
Studies in Business Economics, Number 
Twenty-nine, just off the press. Previous 
critiques of CEA reports include: 


No. 25: ‘Pros and Cons of CEA Policies’ 

No. 20: ‘Economics of the President’s 
Economists” 

No. 16: ‘“An Appraisal of Official Eco- 
nomic Reports” 


All these reports, including ‘Defense Eco- 
nomics—CEA Model,’” have been mailed to 
Associates of the Board. Additional copies 
of Nos. 29, 25 and 16 are still available 
upon request. 


No question but that it is changing 
the shape of it—but to what extent 
and how? Leon Keyserling and his 
Council of Economic Advisers re- 
ported at the New Year to President 
Truman their ideas of what steps 
were necessary to meet the chal- 
lenge of the times. 


This report to the President came 
under the scrutiny of a dozen or so 
of the country’s leading economists 
when Mr. Keyserling met recently 
with the Conference Board Economic 
Forum to explain and defend the 
Council’s economic program for the 
country. Also present were members 
of the Staff of the Joint 
Committee on the Economic 
Report—the Congressional 
committee charged with re- 
viewing the President’s rec- 
ommendations. 


